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THE PHILIPPINE NATIONAL BANK 


Within the past year the government of the Philippine Islands 
has organized and set in operation an institution known as the 
Philippine National Bank. This Bank was created under an act 
passed by the Insular Legislature on February 4, 1916, was finally 
incorporated on May 2, 1916, undertook business upon a limited 
basis during the latter part of the same month, occupied its per- 
manent quarters and definitely opened its business operations upon 
a complete footing on July 24, and declared an earned dividend 
of 18 per cent as of December 31. During the first eight months 
of its existence, ending December 31, 1916, the institution incurred 
and paid expenses amounting to about 536,000 pesos (including 
interest on deposits) and found itself with residual earnings amount- 
ing to 360,000 pesos.' It is therefore an actually organized institu- 
tion, operating upon a scale large for its locality, and, as such, of 
interest to all students of banking. 

The Philippine National Bank is, however, more than this. 
It is for the United States a new form of government activity in 
the business field, an attempt to dispose of certain pressing economic 
problems through organized effort, and a development of large 
interest in its influence upon the relations between the United 
States and the Philippine Islands. As an element in the colonial 


* The Philippine peso is equivalent to fifty cents in United States money. 
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problem of the United States, as an instance of government enter- 
prise, and as a special outgrowth of the peculiar conditions of trade 
brought about by the present European war, the Bank is worthy of 
careful study and analysis. 


I 


Banking conditions in the Philippine Islands have long been 
of a somewhat peculiar character. American banking capital has 
never taken any deep root there. Branches of the great English- 
oriental institutions—the Hongkong & Shanghai, and the Chartered 
Bank of India, Australia, and China—have long exerted a dominat- 
ing influence in the local banking field. The International Banking 
Corporation, organized under a Connecticut charter, established 
a branch in the Philippines some years ago and has enjoyed a 
share of insular business ever since. The Bank of the Philippine 
Islands, primarily owned and controlled by local interests, had 
been established for many years under Spanish domination, but 
upon assumption of American control was obliged to surrender 
many of its monopolistic features and to accept a new charter, 
which, however, gave it a valuable privilege of note issue. One 
or two American banks of small capitalization and unsuccessful 
management came into existence and speedily collapsed, after the 
taking over of the Islands by the United States. So long as the 
old Spanish currency existed as the medium of exchange, there 
was a rich harvest for foreign banking institutions in manipulation 
of rates of exchange. With the advent of the new currency system, 
based upon the gold-exchange standard and maintained at a stable 
valuation by the Treasury of the Philippines, the opportunity for 
much of this manipulation was removed, but the profits formerly 
derived from currency fluctuations have of late years been obtained 
through rigid control of rates of interest and of exchange on foreign 
countries, so that the cost of banking accommodation to the 
individual has always been high. 

Moreover, branches of foreign banking institutions located in 
Manila have never been banks in the full sense of the term. Their 
managers have doubted the wisdom, from a business standpoint, of 
employing their capital in the development of natural resources, 
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and have chosen to confine themselves, so far as possible, to opera- 
tions growing out of exportations and importations, the conversion 
of foreign currency, and transfers of funds. In this they have been 
followed by the International Banking Corporation, which for 
many years has been in business methods to all intents and pur- 
poses an English bank.' The Bank of the Philippine Islands, 
organized with local capital, has adopted a different policy, extend- 
ing both agricultural and industrial loans. The capital of the 
Bank of the Philippine Islands, the only institution immediately 
concerned in the actual development of insular resources, has, how- 
ever, not been large enough to enable it to meet the demands for 
assistance which were thus brought to bear upon it. 

In order to supplement the incomplete machinery of banking in 
the Philippines, there has been a growth of local money-lenders. 
The mortgage business in the Islands has flourished. Loans upon 
prime city real estate in Manila at 10 per cent represent the “gilt- 
edged” element of the paper, while loans at 12 and 15 per cent, 
upon slightly less choice property have been frequent. In the 
provinces farm loans at 2 per cent per month are normal, while a 
rate of 13 per cent per month marks the maker of the loan as 
somewhat of a philanthropist. The peasant-tenant cultivator who 
does not own his land is accommodated with crop loans at about 
4 and 5 per cent per month, running usually for from 4 to 6 months. 
The government employee or salaried man, temporarily “‘hard up,” 
can usually obtain accommodation at about 2 per cent per month. 
In this business of money-lending all classes have participated. 
The Catholic church is a large lender of funds on real estate, while 
high government officials, judges of the courts, and others have 
from time to time not hesitated to accommodate their associates 
at from 13 to 2 per cent per month. The situation is defended on 
the ground that the crop yields are uncertain, borrowers not very 
reliable, and American retention of the Islands likely to end at 
some time in the future—a group of explanations having no partic- 
ular bearing upon the circumstances. The situation of the land- 
owner or of the tenant farmer under the borrowing conditions just 
described can well be imagined. The small man with a few acres 

* It has, however, been lately taken over by the National City Bank of New York. 
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of ground and a carabao’ or two negotiates a loan from some local 
capitalist at an exorbitant rate of interest. This loan is frequently 
paid in rice at prevailing market rates and suffices to sustain the 
laborer and his family while the new crop is growing. If this crop 
itself consists of rice, the loan is repaid with the increase called for 
by the rate of interest already referred to, and the cost is probably 
enhanced by the fact that the price of rice is much lower at harvest 
time than it was when the crop was put in. The surplus of the 
laborer is not enough to carry him well into the new season and, 
as a rule, he is soon obliged to borrow back the rice which he has 
just paid to the money-lender. The result is to place him in a 
practical condition of servitude from which he can never emerge. 
If under these circumstances he becomes somewhat slothful and 
indifferent, inclined to quit work and to live merely on the natural 
fruits of the soil, perhaps his moral responsibility is not so serious 
as it would otherwise be. 

In order to relieve this situation in some measure and to improve 
the general economic position of the Islands, the government has 
for several years past followed the plan of making loans from 
public funds for the purpose of facilitating the production of 
certain staple crops. This has gradually developed into a system 
whereby the bulk of the funds has gone to the sugar industry. 
There are several reasons for this development. First of all, the 
cultivation of sugar calls for large-scale enterprise and heavy 
investment. Payments to labor must be made in advance in 
many cases, and the outlay for machinery and transportation is 
larger perhaps than in any other field. The consequence has been 
that the negotiating of large loans by sugar-planters has become an 
annual necessity for which the government has endeavored to 
provide. In order, moreover, to furnish permanent assistance in 
the development of agriculture, the Philippine government some 
years ago established an Agricultural Bank. This Bank was 
provided with an initial capital of 1,000,000 pesos and it also had 
the use of funds which it received on deposit from provincial 
treasurers throughout the Islands. It made long loans to culti- 
vators, but these all tended more and more toward the sugar 

t Water-buffalo, the ordinary draft animal of the Philippines. 
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industry. Thus government aid in mortgage banking, as in current 
assistance to agricultural interests, drifted toward the form of a 
special subsidy. 


II 


While, as already seen, the Insular government had been 
gradually driven into undertaking certain banking enterprises for 
the purpose of promoting the general welfare and supplying the 
deficiencies of existing banking machinery, it had also (and at an 
early date) become involved in banking operations of a highly 
specialized type as a result of its currency methods. Under the 
Spanish régime there had been created in the Islands an unsatis- 
factory monetary standard, based upon silver and fluctuating 
severely in accordance with the changes in the bullion value of that 
metal as well as in accordance with variations in rates of exchange 
upon Chinese markets. The American government very carly 
recognized the unwisdom of attempting to maintain this standard 
and in 1902 adopted a provision for a so-called “‘gold-exchange”’ 
standard. The essential idea underlying the plan was that of the 
issue of silver coins called pesos and of paper representative of these 
coins. These issues were to be maintained at an equivalence of 
value with American currency. The peso was supposed to be 
worth at par fifty cents, although in order to keep it in circulation 
its actual bullion value was reduced much below that figure. A 
fund known as the Gold Standard Fund was created, the govern- 
ment assuming the responsibility of exchanging pesos under speci- 
fied conditions for American currency, and vice versa. The Gold 
Standard Fund was kept in part in banks in the United States, 
and, inasmuch as most of the ‘“‘redemptions”’ likely to be asked for 
were requested for the purpose of providing funds in the United 
States, the government further undertook to convert pesos into 
American dollars at the rate of two for one, minus an exchange 
charge of three-fourths of 1 per cent for mail transfers to New 
York or 1} per cent for transfers by cable. This was equivalent 
to redeeming Philippine pesos at par in Manila and (with an 
exchange commission) in New York as well. There has never been 
any reason to doubt the satisfactory working of this system of 
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redemption. While redemptions have been comparatively small, 
they have been due to the almost entire absence of demand for 
conversion of local currency into American money and to the 
confining of requests for redemption to the remittance side of the 
business. It has always been conceivable that, in the event of a 
heavy balance of trade resulting in large payments to the United 
States, those in the Philippines who wished to make such payments 
might draw very sharply upon the resources of the Gold Standard 
Fund, thereby placing upon the government the duty of equalizing 
this burden. Such a situation has never come into existence, 
although the Philippines have frequently been in a favorable trade 
position with respect to the United States and also other foreign 
countries. The fact that heavy payments are constantly being 
made from the army funds for the maintenance of our troops in the 
Philippines has more than offset any redemptions that the govern- 
ment might otherwise have had to make in the conduct of its Gold 
Standard operations. One effect, however, of the Gold Standard 
activities of the government was probably unexpected by those 
who designed the system. The charges for mail and cable transfers 
fixed by the Treasury have tended to become the minimum at 
which banks in the city of Manila were willing to do business. 
Knowing that the published rates of the government naturally 
tended to be regarded by the public as those that were justified by 
economic conditions, and relying upon the community of interest 
among local banking institutions, the bankers have, perhaps not 
unnaturally, regarded three-fourths of 1 per cent as the minimum 
upon which exchange business with New York should be under- 
taken. By a natural analogy, other exchange rates have tended 
to be bottomed upon a like charge—that is to say, three-fourths 
of 1 per cent has been treated as the minimum rate for all exchange, 
and it has been argued that if a rate of three-fourths of 1 per cent 
was fixed in dealing with a country of established currency such as 
the United States the normal charge on those countries where 
currency was unstable must be very much higher. 

The main trouble in conducting the Gold Standard exchange 
system has been due, not to technical difficulties, but to the con- 
stant desire to use the resources of the Gold Redemption Fund for 
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the various purposes that have been regarded as essential to the 
welfare of the Islands. Experience has shown that the Gold 
Redemption Fund was probably much higher in the beginning 
than it needed to be. It originally was about 20 per cent of the 
claims against it, but promptly rose to 43 per cent. This figure 
was subsequently reduced by law to 35 per cent. In practice the 
investment of a portion of the Fund in loans to individuals and 
enterprises of various descriptions has since then cut the actual 
cash resources of the Fund as low as 18-20 per cent. It has been 
evident, moreover, that in many cases the undertakings in which 
Gold Standard funds had been invested could hardly be expected 
to make reimbursement for these advances at an early date if, 
perhaps, at any time. 


III 


The question how to deal with the various conditions growing 
out of the government’s various financial undertakings and out 
of the failure on the part of existing banks to provide adequately 
for the necessities of the community was taken under advisement 
during the year 1915, and it was agreed that the best means of 
relieving the situation would probably be the adoption of an act 
providing for the creation of a strong banking institution under 
government control. A bill providing for such an institution was 
accordingly presented at the autumn meeting of the legislature in 
1915 and was adopted, as already seen, on February 4, 1916." 
In general, the new law provided for the creation of a bank with a 
capital of 20,000,000 pesos, Or $10,000,000 in gold, of which a little 
more than half, or 10,100,000 pesos, was to be owned by the 
government. The government’s subscription to the stock of the 
institution was to be made in two forms: first, by the transfer of 
the assets of the older Agricultural Bank; secondly, by subscription 
of actual cash to the capital stock. The initial subscription was to 
be 1,000,000 pesos, and it was estimated that with the net assets 
of the Agricultural Bank this would result in providing a total paid 
capitalization at the outset of about 3,000,000 pesos. Subsequent 
subscriptions were to be paid by the government in July, 1916, 


* No. 2612, Third Philippine Legislature, fourth session. 
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January, 1917, and thereafter at annual intervals until the 10,100,- 
ooo pesos had been liquidated. The funds for this purpose were 
appropriated accordingly. It was further provided that the 
balance of the stock should be placed on the same basis and might 
be taken up by individuals, firms, or corporations as they might see 
fit, always provided that the government should at all times retain 
a majority control. The management of the Bank was placed in 
the hands of seven directors, one of whom was to be a president, 
who should also act as chairman, and one vice-president. The 
first directors, of course, were necessarily to be appointed by the 
governor of the Islands, while subsequently a majority would be 
annually elected by the government, owing to its majority stock 
control. 

The Bank itself was authorized to do a very varied business. 
In order to meet the agricultural necessities of the Islands, it was 
allowed to loan upon long-term mortgage securities to an amount 
equal to one-half of its capital and surplus. It might then hypoth- 
ecate the mortgages representing these loans and sell bonds against 
them, the proceeds of such bonds to be thereupon loaned to the 
public upon new real estate mortgages. On the commercial side 
the Bank was authorized to do a general banking business, receiving 
deposits, opening foreign credits, and advancing money upon the 
usual kinds of security. Special provisions were introduced for the 
purpose of restricting the amount of loans that could be directly 
made upon single-name paper, while the limitation upon the margin 
of safety to be retained by the Bank in lending upon stored or 
harvested products was severe. The Bank was given power to 
erect and operate warehouses for the purpose of facilitating the 
storage of insular products, and either directly or by implication it 
was given authority to establish branches, rediscount bills, accept 
paper, and generally undertake every banking function. A limited 
note-issue power also was conceded to it. The act was more 
defective in its provisions with reference to reserves and in the 
technique of the language relating to banking operations as such. 
The number of officers provided for was inadequate, and a larger 
body of directors could have been much more efficiently organized. 
These inadequacies in the charter probably grew out of a failure 
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to realize the probable scope and significance which the undertaking 
might assume almost from its very beginning. In general, how- 
ever, and despite various faults in technique, obscurities in language, 
and errors of principle, the act must be regarded as having pro- 
vided for an institution of great scope, capable of good organization 
and management, provided with satisfactory opportunities for 
procuring capital, and vested with ample powers of operation. 
Perhaps the most significant phase of the law was that which 
constituted the new Bank the depositary and fiscal agent of the 
insular, provincial, and municipal governments of the Islands, and 
which authorized it to require provincial treasurers to act as its 
agents without extra salaries. 


IV 


The banking situation in Manila at the time of the adoption 
of the Philippine National Bank act had assumed an aspect 
extremely unfavorable for the commercial public. Only a few 
months before that time the so-called black-list policy of the 
British government had been developed to an unprecedented 
degree of severity. Owing to Great Britain’s control of coaling- 
stations the world over and to her preponderating position as an 
owner of ocean tonnage, it had been possible to issue orders to 
banking institutions all over the world as to the credits and business 
which they should accept or reject. The technical purpose of these 
orders had been that of preventing belligerent nations opposed to 
Great Britain from getting any advantage or receiving any assist- 
ance in trade. In Manila, owing to the practical control of the 
banking situation by branches of British banks, the credit of many 
firms and individuals had been cut off, and they were left stranded 
or existing with only such sporadic banking assistance as they could 
from time to time obtain by sufferance or through some concealed 
channel. This condition was the more obnoxious in that British 
banking institutions in Manila were being operated at the time 
partly on the basis of funds deposited with them by the government, 
a condition of affairs which meant that the Islands’ own funds were 
being used for the purpose of destroying their trade, subjecting 
their citizens to oppression by competitors, and generally carrying 
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into effect a system whereby the community at large was mulcted 
under the excuse that any other policy would be beneficial to 
Germans or other enemies of Great Britain. The Bank of the 
Philippine Islands was the only institution which had at all endeav- 
ored to disregard the orders issued by the British authorities, and 
its undertakings in this respect had necessarily been more or less 
limited. Refusal of tonnage facilities under the pretense of black- 
list considerations had materially tended to assist the local clique 
of British merchants to obtain control of insular exports at prices 
very favorable to themselves, and the situation thus developed, if 
allowed to continue unremedied, would undoubtedly before long 
have brought widespread disaster to the commercial community. 
It had been intended to open the Philippine National Bank upon a 
comparatively limited scale, gradually obtaining its personnel, and 
laying plans for the expansion of the institution upon a slow, sys- 
tematic basis. Conditions, however, plainly indicated that such a 
course would not relieve the difficulties of the case. The Bank had 
been technically incorporated on May 2,' and almost immediately 
upon its coming into existence it began to feel the urgent demands 
of persons who saw their resources in process of destruction or of 
transfer to others by reason of the policy which was being enforced 
against them by Great Britain. A review of the facts in the case 
furnished convincing evidence in support of the opinion that the 
Bank must be organized at once upon as complete a basis as possi- 
ble and must devote itself particularly to facilitating the movement 
of insular products to foreign countries in order, not only to meet 
the necessities of business men, but also to prevent the local farmer 
from suffering the loss to which he would be subjected through the 
narrowing of his market and the cutting down of his prices as the 
result of the limitation of the competition of buyers. The first step, 
however, was necessarily that of installing a definite accounting 
system and of taking over the cash and assets which had been 
provided for the new institution. This involved a careful exami- 

* The Bank as organized on May 2 was controlled by a board of seven directors 
as follows: H. Parker Willis, chairman and president; Vicente Singson Encarnaci6n, 
W. H. Anderson, Leon Rosenthal, V. Concepci6n, directors; and Samuel Ferguson, 


vice-president. Charles C. Robinson was appointed secretary of the Bank with the 
rank of vice-president. 
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nation and canvass of the assets of the old Agricultural Bank, 
and eventually resulted in the assumption of all of its liabilities 
and the transfer of all of its assets, except a sum of about 
goo,ooo pesos in mortgages which were either in default or for 
other reasons were deemed not good. As has already been seen, 
the sum of 1,000,000 pesos had been provided from the Treasury 
as an advance subscription by the government. Upon the transfer 
of the assets of the Agricultural Bank, therefore, the Philippine 
National Bank’s accounts stood as follows (May 25, 1916): 





Resources Pesos Liabilities Pesos 
Loans and discounts. 5,460,641.00 Capital (paid in)..... 2,385,720.00 
Interest accrued re- Undivided profits... . 53,985.88 

COWADIE, o5555 656055 238,489.83 Deposits............ 9,184,155. 56 
Cash: Interest accrued pay- 
With Insular Treas- eee 106,934.71 
urerandinbanks  5,571,505.07 Other liabilities...... 107,012.10 
Due from agencies " 562, o99 36 = = 
Other assets......... 4,305.00 11,837,718. 25 


on i 


11,837,718 


nN 


This statement of condition was immediately issued to the public 
both as a booklet and as a paid advertisement in the newspapers, 
a step unusual in banking practice in the Philippines. 

The question of a staff for the new Bank, which had been 
thought by some to be a matter of relative unimportance, now 
presented itself as a serious problem. The former Agricultural 
Bank had carried on its rolls a total of some fifteen persons, of whom 
three or four were employed as inspectors of agricultural lands. 
For various reasons it was deemed wise to change the staff of 
inspectors, but the other employees were transferred, thereby 
providing a nucleus for the Agricultural Division of the Bank’s 
operations, beside furnishing a few men who had had a little 
experience that was likely to be of service to them in beginning 
work on the commercial side of the institution. To add to this 
nucleus men who had had satisfactory technical experience proved 
to be nearly impossible. In the oriental banks the prevailing 
custom dictates the payment of comparatively small salaries with 
an arrangement for a retiring allowance of relatively generous 
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amount after the employee has worked a certain number of years. 
This retiring allowance is, however, customarily forfeited if the 
employee enters the service of another bank, or if after retiring and 
while in receipt of his allowance he should connect himself with 
another institution. The purpose of this regulation is admittedly 
that of making it difficult for new banks to enter the field. It is 
therefore practically impossible to secure the services of experienced 
men, particularly of Europeans or Americans, while a second 
factor of large importance is found in the policy adopted by most 
oriental institutions of never employing natives in any responsible 
capacity. While this policy is nominally due to the claim that 
the natives are unreliable or dishonest, the real motive in it is 
found in the fact that not so strong a control can be exercised over 
the natives as over the foreigners. It is far easier for the native 
to shift his occupation, while his necessities are usually very much 
smaller than those of the European or American bank officer or 
employee. A thorough canvass of the field, therefore, sufficed 
at an early date to show that the notion of organizing a staff of 
experienced men to operate the Philippine National Bank was 
chimerical. This having been conceded, the next step was that of 
obtaining a satisfactory corps of trustworthy employees and of 
training them for their duties. Added to the considerations already 
mentioned was the fact that the banking methods employed in the 
Orient are not such as commend themselves. Delay, roundabout 
accounting, and lack of convenience for customers are a few of the 
factors which lead the observer to doubt whether, after all, expe- 
rience in an oriental bank is likely to be of much value as a prepara- 
tion for modern practice. During the months of May, June, and 
the first half of July the task of obtaining and drilling a small corps 
of bank employees was therefore taken in hand, and enough 
business was allowed to come into the Bank even before it had 
obtained any permanent quarters, to put the staff through the 
exercises necessary to familiarize them with the work they were to 
undertake. Eventually about fifty employees were given this 
preliminary training and appointed on a semi-permanent basis. 
As a more or less complete set of the essential books of account, 
orms, letters of credit, and other material had been brought from 
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the United States, it was possible to begin the actual training of 
the staff without unnecessary delay, and thus to shorten an inevi- 
tably tedious process. The accounting system introduced had been 
devised with a view to the utmost simplicity and at the same time 
with the idea of permitting the use of the “‘block system” of proof 
in order that errors, if committed, might be detected before their 
influence had gone far. While the theory upon which this account- 
ing system was based was by no means understood by the rank and 
nle of the employees, it was possible to train them in the actual 
use of it on a rule-of-thumb basis, and to feel at the end of about 
two months a degree of certainty that they would be able to operate 
it successfully. Another problem was that of obtaining efficient 
tellers. None could be secured who had had more than a very 
limited experience in the rapid counting and payment of money, so 
that an actual drill was necessary. Several men who had had good 
basic experience as cashiers, treasurers, etc., and who possessed the 
temperamental coolness necessary in this particular branch of bank 
duty, were selected and given an intensive schooling for a few 
weeks. The situation was somewhat more difficult because of the 
fact that, whereas in the Philippines all banking institutions 
differentiated between paying and receiving tellers, it was deter- 
mined in the new Bank that the tellers should both pay and receive 
because of the greater speed and convenience of this system. 

A feature of the new Bank which deserves special mention, 
although under ordinary circumstances no reference need be made 
to it, was that of the physical equipment of the institution. It was, 
of course, impossible to purchase bank fixtures, grills, vaults, etc., 
in the Philippine Islands, while the unusual congestion on American 
railways, lack of tonnage facilities, and other obstacles would have 
prevented purchase in the United States even had the great length 
of time necessary for shipment not stood in the way. Immediately 
after the technical organization of the Bank, therefore, it was 
decided to have everything manufactured in the Philippines. 
This involved the making of grillwork, banking screens, etc., by 
primitive hand methods, while all the furniture, fixtures, and 
equipment were prepared in the same way. In fact, there was 
scarcely an article in the Bank for which plans did not have to be 
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drawn, the process of manufacturing being thereupon undertaken 
with the simplest and most elementary equipment. This required 
time, and with the utmost of speed possible under the conditions 
it was estimated that two months would be necessary for the 
physical installation of the Bank. As a matter of fact, the time 
actually spent was about two months and a half, the Bank opening 
for business without awaiting the completion of the more complex 
and less necessary items in its equipment. It was fortunately able 
to collect from various sources a complete and satisfactory outfit 
of typewriters and adding and caiculating machines. 

It was with some trepidation that the officers of the Bank deter- 
mined to begin operations with the improvised staff and equipment 
just described. But on July 24, after three days of very arduous 
preliminary drill for the staff, the opening was actually effected. 
It was a satisfaction to find that the preliminary work had been 
well done, and that during the first five months there was not a 
centavo of difference in the daily reconcilements, while the internal 
arrangement of the Bank, with a few minor changes, was found to 
be entirely satisfactory. 

From the first the business expanded rapidly, and in spite of 
steady and persistent attack on that score the officers did not 
scruple to solicit accounts and to get them, an action repugnant 
to the prejudices of some elements of the public. The members 
of the business community, although at the start looking with 
suspicion upon the new institution, rapidly came to realize its 
possibilities and to intrust to it at least a portion of their funds. 
This was true, not only of concerns which had been blacklisted and 
otherwise attacked, but also of the houses whose standing was 
satisfactory even at the older banking institutions. The statement 
of condition of the Philippine National Bank at the close of business, 
December 31, 1916, was as follows: 


ASSETS PESOS 
Loans and discounts 13,012,574.92 
Unmatured foreign bills 2,965,266. 29 
Provincial overdrafts 30,437 .02 
U. S. government bonds 500,000 .00 
Philippine government bonds 286,000.00 
Furniture and fixtures 70,659.12 
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ASSETS PESOS 

Interest accrued receivable 421,349. 
Exchange for future delivery 800,124. 
Cash, viz.: 

Due from branches. . 

Due from banks and bankers 7,016,358. 

Due from foreign banks and bankers. .... 12,832,533. 

In vault and with Treasurer of P. I 9,398,951. 30,142,077 
Customers liability L/C 2,557,987. 





50,786,476. 5 


LIABILITIES PESOS 

Capital (paid in) ; 4,364,420. 
Profit and loss. 
Unearned discount........... 421,830. 
Reserved for taxes ro ee 10,000. 
Reserved for fidelity bonds....... 953. 
Circulation 520,000. 
Deposits: 

Insular government... . 

Individual accounts 

Due to banks... 

Due to branches 

Secretary’s checks.... 


Fixed deposits arte : 42,341,146. 


Acceptances...... sees Serene ares 4,272. 
Interest accrued payable. 146,900. 
Exchange contracts.......... 800,124. 
Letters of credit........ eeeans 2,176,827. 





50,786,476. 5 
Out of the profits of the Bank as thus indicated there was declared 
as of December 31, 1916, a dividend of 18 per cent, one-half of 
which was paid to stockholders while one-half was carried to 
reserve account.* 
V 

One phase of the organization of the Philippine National Bank, 
which deserves special attention because particularly characteristic, 
is yet to be described. This is found in the foreign and domestic 
ramifications of the bank and the effort to make it, not merely a 


* This dividend was not, of course, computed on a flat basis, but represents a 
payment at the rate of 18 per cent per annum upon each subscription. 
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banking institution, but the central office of a system of banking. 
not only extending throughout the Islands, but possessing foreign 
connections of a well-organized sort. 

Prior to the organization of the Philippine National Bank and 
before the president of the institution had left the United States, 
care had been taken to establish suitable American relationships, 
strong banks being designated as the correspondents in New York, 
San Francisco, and elsewhere; and in like manner satisfactory 
connections in Japan and on the China Coast had been provided 
for. It was one of the earliest duties of the officers of the bank to 
establish balances in London, Paris, and other principal European 
markets. This, however, was only a first step. In the Philippines, 
prior to the organization of the Philippine National Bank, there 
existed practically no banking facilities outside of Manila except 
at Iloilo and Cebu, where some sub-branches of the branches of the 
foreign banks located in Manila had been established. A branch 
of the Bank of the Philippine Islands at Iloilo was also in operation. 
The postal savings bank operated by the government was of some 
assistance, while the provincial treasurers had been authorized to 
act for the former Agricultural Bank in the performance of some 
limited banking functions. It was therefore urgent that the 
Philippine National Bank should proceed as soon as possible to the 
establishment of local connections, and for this the act creating 
the institution had made some provision by permitting the Bank 
to call upon provincial treasurers to act as its local managers with- 
out additional salary. Very soon, therefore, after the organization 
of the home office an order was issued under which provincial 
offices of the Bank situated at each of the provincial capitals were 
brought into existence. Suitable deposit slips, stationery, pass 
books, and the like were supplied, and these offices were directed 
to perform on behalf of the Philippine National Bank all those 
functions which they had formerly rendered to the Philippine 
Agricultural Bank as well as various others which were designated. 
Among the functions thus undertaken by the provincial offices are 
the receiving of deposits, the payment of checks, the transmission 
of funds to Manila or to other provincial offices, and the receiving 
and passing upon applications for loans, which are then transmitted 
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to Manila. The Bank, moreover, within the first few months of 
its life opened regularly equipped branches at Iloilo and Cebu and 
projected plans for the establishment of still others at important 
commercial points. With its two regularly organized branches and 
its thirty-seven agencies, all established during the first year of its 
existence, the institution had thus become, not merely a bank, but 
an extensive system ramifying throughout the Islands. 

It remained for the Bank to enter the foreign field in a definite 
way, and as a first step in this direction it organized and opened 
on February 5, 1917, a New York agency or branch, whose duty it 
should be to open commercial credits, transmit them, promote the 
processes of exportation and importation between the Islands and 
the United States, and generally to perform all necessary banking 
functions except the receiving of deposits and the paying of money 
upon check. This branch, organized with a competent staff of 
employees and in charge of a manager who had rendered con- 
spicuous service in the organization of the parent office at Manila, 
is already transacting a substantial business and returning to the 
home office a corresponding profit. A farsighted policy will con- 
tinue the work thus begun by organizing other branches in those 
countries with which the Philippine Islands are most closely con- 
nected commercially and with which, therefore, the insular business 
may be expected to develop most rapidly. 

Because, moreover, of close commercial relationship between 
the Islands and the United States, as well as because of the need of 
strong banking connections and the aid and support to be derived 
therefrom, the Philippine National Bank early made application 
for a connection with the federal reserve system. Under existing 
law no bank in the Philippine Islands may become a full member 
of the reserve system, the Islands being considered as a foreign 
country. The Federal Reserve Board, therefore, authorized the 
designation of the Philippine National Bank as foreign corre- 
spondent or agent under the provisions of Section 14 of the act, 
and a federal reserve bank, after due investigation, designated 
it as its representative in the Philippine Islands. Business relation- 
ships will shortly be begun under this designation, and the new 
bank thus becomes the oriental outpost of the federal reserve 
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system. It is an interesting circumstance that the Philippine 
National Bank was the first foreign agent or correspondent of the 
reserve system to be definitely designated, although negotiations 
had been begun with a large European institution, and the con- 
clusion of a contract with it had been previously authorized, but 
not brought to a conclusion before the completion of arrangements 
for the relationship between the federal reserve system and the 
newly organized Philippine National Bank. 
VI 

Almost at the outset of the Bank’s entry into business trans- 
actions it was found that the banking situation as a whole pre- 
sented certain serious obstacles. Perhaps the most important of 
these lay in the fact that the other banks of the city had established 
a combination agreement whereby they regulated or controlled 
rates of interest and foreign exchange. The rate at which the 
government stood ready to furnish exchange on New York, namely, 
three-fourths of 1 per cent for mail transfers and 1} per cent for 
cable, was normally regarded as constituting a minimum, and rates 
ranged distinctly above these figures practically constantly. 
Theoretically, of course, it was possible for the public to obtain 
transfers through the Treasury at the rates mentioned, but prac- 
tically, owing to obstacles of various kinds, this condition did not 
exist. The banks, therefore, through the close combination which 
existed between them, were able to maintain rates for foreign 
exchange without danger of interference from the Treasury, which 
in past years had at all times maintained a close working relation- 
ship with the banks. Not only was this the case, but, as already 
stated, the agreement had been extended to include practically 
every other banking relationship. Rates of interest to be paid 
on certificates of deposit and, under certain circumstances, upon 
current accounts, relations with the government, the rates charged 
for various classes of commercial paper, and a variety of other 
factors were the subject of control, this control often extending to 
the minutest detail. The question naturally occurred to the 
bankers almost from the organization of the new enterprise, What 
would be the position of the institution with reference to thi 
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“conference” ? There was natural reluctance to admit the Bank 
fully to the conference because information would thereby be 
supplied to persons who might be critical or unfriendly, while, 
on the other hand, the idea of keeping the institution out of the 
conference was not acceptable because such action would imply 
the existence of an uncontrolled competitor. Eventually it was 
determined, not only to request, but to demand, that the Philippine 
National Bank should become a member of the Bankers’ Conference 
and conform to its regulations, and this demand was courteously 
but positively placed before the institution. It was not, however, 
felt that the management of the Philippine National Bank, repre- 
sentative as it was of the public interests, could properly become 
party to the conference agreement, and, after a careful examination 
of the written contract governing the Bankers’ Conference, the 
proposal was declined. It was subsequently on several occasions 
renewed, and at one time the proposal was accompanied by a 
sharp cut in exchange rates, whereupon the Philippine National 
Bank promptly withdrew from the market, leaving customers to 
satisfy their requirements wherever they chose to do so at the 
extremely reasonable new rates thus established. This “cut- 
rate’ régime did not long continue, and the Bank was soon again 
in the market on a competitive basis. From the start sales of 
foreign exchange were made at commercial rates varying daily in 
accordance with cable quotations obtained from abroad. The 
result was to effect a great saving to the community in exchange, 
but the situation proved more and more unacceptable to the other 
banks because of the reduction in their earnings necessarily result- 
ing from the fact that a competitive exchange market governed 
by prevailing rates had been established. This, however, being 
one of the main objects sought in the establishment of the Bank 
was a policy which could not be changed and which has con- 
sequently been adhered to throughout. In like manner it was early 
apparent that some changes in local rates of discount could be 
effected with profit to the business community, and rates on notes 
secured by staple commodities in warehouses were accordingly 
lowered, particularly when the goods were intended for export 
within a comparatively short time. The policy thus pursued 
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greatly stimulated competition in the market for staple products, 
with the result that the prices of all such products were very 
materially aided in their upward movement with correspondingly 
good results to the planter. Exceptional benefit was realized by 
the tobacco cultivator, who had for some years past been subjected 
to extremely difficult conditions in the sale of his product. 

VII 

Very early in the process of organizing the Philippine National 
Bank the announcement was officially and positively made that 
the Bank was a strictly neutral enterprise; that its managers were 
not interested in, and not affected by, the orders of any foreign 
government or the “Black List” prepared by any; that the loans 
of the Bank would be made after due examination of the solvency 
and reliability of the borrower and without any reference to his 
political or religious status. The policy was a new one in the 
Philippine Islands, but the result was helpful to many individuals. 
It was also a policy beneficial to the Philippine National Bank, 
which almost immediately developed a substantial clientéle from 
among persons who had been excluded from access to banking 
facilities, not because of any cloud upon their solvency or business 
methods, but for extraneous reasons. Many business men opened 
accounts with the Bank in the belief that they would be able to 
obtain from it a kind and quality of service based upon their neces- 
sities and the capacity of the Bank to aid them, and independent 
of “‘race, color, or previous condition of servitude.” 

It was believed that the existence of the unusual conditions 
in the market and the very great necessity of the community for 
banking accommodation held out an unexpected opportunity to 
reform some existing banking practices. In the Orient today 
credit is largely extended on the basis either of personal respon- 
sibility or of actual pledge of property. Either the banker trusts 
his customer or he does not. If he does trust him, because he is a 
good fellow or has valuable connections ‘‘at home,” he hesitates 
to ask for a statement of the borrower’s condition. He relies upon 
the gentlemanly instincts of the borrower in not asking more than 
he is entitled to, and, having formed his own opinion on the latter 
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subject, opens his facilities to the borrower accordingly. If the 
banker does not trust the borrower, he insists upon an actual pledge 
of property. Real estate mortgages will be taken, or at times 
personal property may be left in pledge in order to guarantee even 
a very moderate loan. The system has its attractive qualities, 
and as a banker of long residence in the Philippines once said to 
the writer: ‘‘During the Spanish régime we took no writings. 
Everything was on trust, and we seldom lost anything. If a man 
cheated, he was ostracized. Nowadays we have quantities of 
documents, but cheating has come.’’ However possible and likable 
the older system may have been under certain conditions, it is 
not adapted to the methods of modern banking and is no longer 
useful even in the Orient, where business is conducted upon a 
simpler scale than in the West. The Philippine National Bank 
from the beginning felt the duty of improving so far as possible 
existing practices in borrowing, and it therefore endeavored to 
obtain from each borrower a complete “statement of condition” 


‘ 


upon a modern form. It was necessary to encounter very strong 
prejudices against the furnishing of any such information, and not 
infrequently desirable business was rejected because of the point- 


blank refusal of the borrower to comply with the request for a 
statement. In other cases, where the borrower was sufficiently 
ready to answer the questions carried on the statement, his books 
were of so elementary or crude a nature that he could not make a 
satisfactory reply. It was necessary to secure the aid of auditing 
concerns in reviewing and improving books, and in this way at 
least a useful beginning was made toward the introduction of better 
business methods on the accounting side. The Bank also endeav- 
ored to obtain the introduction of better methods of warehousing 
and pledging staple products under a uniform warehouse receipt, 
and while thus far no distinct progress in that particular has been 
accomplished, a foundation of effort has been laid upon which 
valuable results may be developed at a later date. The Bank 
therefore has not been, even in its short career thus far, a purely 
money-making institution on the commercial side of its activities, 
but has sought to introduce, and has already met some success in 
applying, better and sounder business and banking methods upon 
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an equitable, non-partisan plan, without discrimination between 
groups, classes, or nationalities. If it can persevere in the work 
thus begun, it will bring about changes of significant and far- 
reaching character. 

Vill 

The agricultural side of the Bank’s efforts deserves special 
attention. It has already been seen that particular provision had 
been made in the act creating the Bank for a system of loans based 
on agricultural lands, and that the Bank had itself taken over a 
substantial volume of mortgages formerly belonging to the Agri- 
cultural Bank of the Islands. As has also been noted, these mort- 
gages were in some cases of doubtful liquidity; that is to say, the 
loans which they represented had been extended under conditions 
that made it questionable whether repayment of the principal at 
any reasonable date in the future could be expected. 

In dealing with the question of agricultural loans and in mapping 
out a policy relating thereto, the Bank was confronted by a very 
difficult problem. Asa public institution, the majority of its stock 
owned by the government, and a large percentage of its liabil- 
ities consisting of public deposits, its obvious duty was to meet all 
legitimate demands for agricultural loans in an equitable and fairly 
distributed manner. There is an unlimited field for agricultural 
development in the Philippine Islands, the requisites being capital 
and labor. Immense stretches of fertile land are totally unoccupied, 
and the demand for the products of the Islands at high prices is 
steady. Capital for agricultural exploitation is to be had only at 
exorbitant rates, and a bank which stood ready to lend upon any 
reasonable terms was certain to be overwhelmed with applications. 
The rates charged by the former Agricultural Bank had been 
8 per cent per annum for mortgages secured by land having a 
Torrens title, and 10 per cent for mortgages with a Spanish title. 
These rates were tentatively adopted by the Philippine National 
Bank upon its organization, and it was immediately flooded with 
applications. These applications: varied in amount from a few 
pesos to loans of many hundred thousand; and even before the 
Bank act had been adopted it was evident that this side of the 
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Bank’s activities would be one of the most difficult to deal with. 
Much of the best land of the Philippines is held by prescriptive 
right and without any title. Many of the most industrious and 
deserving cultivators work upon such land. In other cases the 
titles are involved and difficult to trace, and the progress in issuing 
Torrens titles has been slow. Yet it was practically out of the 
question that the Bank should attempt to make loans on lands to 
which no regular title existed. Consequently it was early 
announced that in making loans the accommodation would be 
strictly limited to those cases in which either a Spanish royal title 
or a Torrens title could be offered. This at once cut down the 
total volume of applications by throwing out many which would 
otherwise have deserved attention, but still leaving the total 
number of applications much in excess of the resources of the 
institution immediately available under the charter for that 
purpose. It will be remembered that the amount of loans that 
could be made upon agricultural security was limited to one-half 
the capital and surplus plus such amount as might be received from 
sales of agricultural bonds, and, as no such bonds had been sold, 
the sums available for agricultural loans were consequently only 
one-half of the capital and surplus. Even this amount was kept 
down during the first few months by a ruling of the authorities 
of the government that the mortgages taken over from the Agri- 
cultural Bank must be counted as included in the limit set by the 
law—a ruling which if complied with literally would practically 
have more than exhausted the lending power of the Bank before it 
began business. Later a different ruling more in conformity with 
the probable intent of the framers of the act was obtained, and, as 
the payments on capital stock account increased, both from private 
purchases and from the falling due of government subscriptions, 
the sums available for agricultural use were considerably enlarged. 

It was plain, however, from the start that even with the adop- 
tion of a conservative policy as to land titles, the making of agri- 
cultural loans must be conducted with all the safeguards that 
reasonable prudence could suggest. This was a duty entailed by 
the fiduciary character of banking in any event, but particularly 
by the fact that so much of the Bank’s resources consisted of the 
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current funds of the different grades of government necessary for 
the essential maintenance of the solvency of the Islands. In order 
to insure safety and conservatism in the making of agricultural 
loans, it was decided that no such loans should be made without two 
reports from independent sources with reference to the actual value 
of the land offered as security, and that these two reports must 
be in substantial agreement. It was further decided that one of 
such reports should be obtained from a traveling agent in the 
employ of the Bank, who should visit the land and personally inspect 
it and decide upon its income-producing powers, the honesty of 
the proprietor, and other essential questions. It was not easy to 
obtain assessors whose judgment on such matters could be fully 
trusted, but a small corps was at length assembled from among the 
provincial assessors of taxes, men familiar with land values, whom 
the government was willing to transfer to the service of the Bank. 
In every case the report made by these inspectors was checked 
against a report of the provincial treasurer, and, wherever possible, 
additional data were obtained with reference to the proposed loan. 
In this way, within a month after the formal opening of the new 
Bank on July 24, it had proved possible to obtain reports upon, 
and to act with reference to, the large majority of pending applica- 
tions, although the steady stream of new applications pouring into 
the Bank rendered it impossible to state at any given moment pre- 
cisely what percentage had been disposed of. The Bank, at all 
events, had in one way or another passed upon most of the accumu- 
lated applications in hand at the time when it began operations. 

One agricultural loan undertaking deserves particular mention. 
As has already been stated, the government in former years had 
been in the habit of depositing with local banks sums up to 2,500,000 
pesos for the purpose of assisting agriculture, an expression which 
in practice had come to mean the making of loans on the standing 
sugar crop of the Islands. In practice, moreover, it had become 
customary to place practically all of this money on the sugar crop 
of the islands of Negros and Panay. 

Shortly after the organization of the new Bank, the question 
came up whether it should undertake this work or allow it to be con- 
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tinued in the hands of the banks which had formerly carried it 
through. It was evidently a duty of the new institution, if it ful- 
filled its proper functions, to facilitate the government’s actual 
banking operations, and it was consequently voted to assume this 
responsibility. The provision for depositing the funds of the 
government under the terms of the special act of the legislature 
whereby the sum of 2,500,000 pesos was made available for these 
special crop loans was of no practical importance, as the money 
was already in the hands of the Bank, so that the legislation on the 
subject amounted to nothing more than a formal approval or 
expression of a wish that the Bank should make loans on standing 
crops amounting to not more than 2,500,000 pesos, coupled with 
the assurance that that sum at least would be kept on deposit 
with the Bank for the period of the loan, presumably a year. 
Having undertaken the responsibility of carrying through this 
lending operation, a committee, consisting of the president and two 
directors of the Bank, visited the city of Iloilo early in July, having 
been preceded by an agent who received from the neighboring 
planters applications for loans. It was found that in many cases 
the planters who filed such applications were already carrying first 
mortgages on their land, such mortgages often running in favor 
of the former Agricultural Bank (and by it transferred to the 
Philippine National Bank itself). In other cases the planters would 
have outstanding second mortgages in favor of some local money- 
lender, or occasionally of some other bank, while in a few the 
almost inconceivable situation produced by the giving of a third 
mortgage at exorbitant interest rates was noted. The planters, 
too, in many cases had given special mortgages on their personal 
property, such as automobiles, machinery, and the like, so that in 
not a few cases the only remaining security they could offer was 
the actual crop standing in the fields. Even this was of doubtful 
value in some cases because of the fact that if interest payments on 
mortgages matured and were not met the holder of the mortgage 
could foreclose, taking, not only the soil, but the crops standing 
thereon. It was clear, therefore, that in order to undertake 
lending operations with any degree of safety, some very clear 
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principles must be adhered to. The following plan was therefore 
adopted and rigidly observed: 


1. Reject any application for loans where the title to the land is not clear, 
unless indorsers or guarantors possessing clear property of undoubted value 
can be found. 

2. Refuse loans even where the title is clear, unless there exists a reasonable 
equity in the soil. 

3. In making loans, advance the money in instalments month by month 
in order that the planter may have only enough to pay actual necessary 
expenses. 

4. In every case insist that mortgagors holding a prior lien on the land 
shall sign documents waiving all rights to the crops. 

5. Obtain at least one reliable guarantor in the case of every loan, and 
where members of a family are joint proprietors of an estate insist that all 
shall become jointly and severally liable for the whole loan based on the estate. 

6. Wherever possible obtain additional mortgages upon any other property 
the borrower may have, the same to be used as collateral. 

7. Provide that the loan shall be paid off as fast as the sugar is ground 
and placed on the market. 


These provisions were regarded by the planters as somewhat 
austere, and in a few cases applications for loans were withdrawn. 
In many other cases the applications were rejected, and in not a few 
where they were granted the planters found themselves unable to 
meet the conditions imposed. The total applications for loans had 
aggregated about 2,200,000 pesos, and the loans eventually granted 
by the committee were about three-fourths of this sum. Of this 
three-fourths a part was not taken out, owing to the failure of some 
planters to comply with the conditions on which the loans were 
promised. Ultimately not over two-thirds of the aggregate 
applications for loans were really acted upon in practice. Prior 
to the organization of the Bank it had been supposed that the insti- 
tution would practically devote itself to the dispensing of funds 
without security, and that no farmer need ever be in want of money. 
The political worship of the farmer is as highly developed in the 
South Pacific as in the United States, and the action of the Bank 
was consequently a severe disappointment. This immediately led 
to the application of severe pressure from various sources upon the 
government at Manila, which, however, at no time yielded to the 
demands thus voiced. It had long been recognized by thoughtful 
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men that economic conditions in the sugar region were anything 
but satisfactory. The average cost of production per picul of 
sugar, without allowing anything for interest on the value of land, 
had probably been of late years between four and five pesos for 
muscovado, while the average selling price of this same quality 
for the past ten years, f.o.b. Iloilo, has been about five pesos. 
Only as an exceptional matter, therefore, has the farmer been able 
to realize a bona fide profit on the cultivation of sugar, owing to 
the use of obsolete and inefficient machinery in which a large 
proportion of the cane juice was lost, while, in the processes of 
boiling and refining, dirt and extraneous matter were absorbed in 
large quantities, so that it was often possible for buyers to reject 
the sugar entirely or to penalize it heavily because of alleged 
difficulty in its use. The planters have for years past kept their 
heads above water by continuous loans, with the result that they 
are today heavily in debt, as already seen, and with no prospect 
whatever of eventually clearing themselves unless they succeed in 
securing the application of modern methods of sugar manufacture 
with the accompanying economies. The government has by its 
continuous subsidies in the form of crop loans aided in the develop- 
ment of this uneconomic condition, while the people, always prone 
to look for outside aid, have fallen into the habit of regarding them- 
selves as entitled to that assistance. At some time it would have 
been necessary to begin a withdrawal from this impossible position 
unless the government was willing to continue its advances up to 
the point where collapse occurred through shrinkage in sugar values 
precipitating a condition of practical repudiation of debt or an 
expropriation of landowners. Although the application of a surgi- 
cal method of treatment to this serious complaint was by no 
means pleasant, it was unquestionably the only true remedy under 
the circumstances, and the management of the crop loans of 1916 
was probably the first application of a strict and sound method of 
estimating the credit to which the planters were entitled. Even 
the loans made under these conditions were far more liberal than a 
bank would ordinarily have been warranted in undertaking had 
it been guided solely by a regard for either the profit-making side 
of its activities or the entire safety of its funds. 
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What is undoubtedly needed in the sugar region of the Philip- 
pines is the investment of a substantial amount of new capital in 
the erection of modern “‘centrals”’ or mills. The erection of these 
mills, eliminating the old and inefficient method of grinding, and 
substituting modern processes of extracting the sugar, would 
enable the planters to get the benefits of the fertility of their soil 
and to overcome the great cost of placing their sugar on the Western 
markets, due to distance and isolated position. The Philippine 
National Bank undoubtedly may, under its charter, guarantee 
bonds designed to aid in the erection of such mills, and, should it 
succeed in interesting investors in such enterprises, it would have 
adopted the best, if not the only, means of genuinely ameliorating 
the condition of the sugar-planter and of establishing a basis for 
the eventual liquidation of the loans already made to him. The 
continuance of the practice of advancing funds for the conduct 
of sugar cultivation upon an economical basis is an injury to the 
planter and a hazard to the funds either of the government or of 
the Bank. The situation in the southern Islands is representative 
of the danger that may develop in almost any part of the Philippines 
through the unwise application of funds loaned in small amounts. 
The lending agent must have a just eye to the future and be able 
to direct local enterprises into proper channels, or these advances 
are unlikely to benefit anyone, and may even be harmful. The 
responsibility thus thrown upon the Bank is very great in many 
ways, and the results of wise action on its part are likely to be 
correspondingly valuable. It is in this department of the under- 
taking that the most serious problems of the institution are likely 
to be met with in the future. 


IX 


From what has been said it will be seen that the work of the 
Philippine National Bank has already been of material service 
to insular interests and to the average man throughout the Philip- 
pine Islands at a time of great emergency when some heroic remedy 
had to be quickly applied if the economic interests of the country 
were to be saved from disaster. The rendering of such special 
service is not a title to the permanent continuance of any institu- 
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tion. It will, however, be evident to those who have carefully 
considered the circumstances which led to the organization of the 
Bank that there is an economic reason for its existence and that 
it may become, not merely a money-making institution, but an 
agency equipped for the performance of important governmental 
functions and for advancing the interests of the community gener- 
ally. It has, of course, and will probably continue to have, the 
duty of keeping the currency of the Philippine Islands inter- 
changeable, at a reasonable rate, with that of the United States. 
It has the function of safekeeping and transmitting funds from all 
parts of the Islands to other parts on behalf of the government and 
of individuals. It has through its provincial agencies an important 
duty as the recipient and conservator of the funds of the people. 
Important as these functions are, however, they are not the largest 
or most significant responsibilities which rest upon the Bank. 
Fundamentally the institution is called upon to provide a direct 
and economical channel of communication between the insular 
investment and financial market and that of the United States. 
As will have been inferred from what has been said, the interest 
rates of the Philippines are excessively high, the supply of capital 
is scanty, and the means for promoting and developing industry 
are limited in the extreme. The methods of lending, the types of 
commercial paper already prevailing, the accounting and business 
methods employed by many firms, are unsatisfactory and need 
improvement if the community is to succeed in getting the advan- 
tage of more abundant and cheaper accommodation. To tone 
up in this way the business practice of the community and thereby 
to encourage the investment of capital in the Islands as well as to 
give the insular merchant immediate access at reasonable rates to 
the funds needed to carry his products and deliver them in their 
ultimate market is the most direct duty of the Bank when viewed 
from the larger standpoint. 

The Bank was at first proposed because of the service that it 
would render to agriculture, and had it not been for the belief 
that it would render such service it is perhaps true that no such 
institution would ever have been established. However, those 
who drafted the charter had the wisdom and foresight to see 
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that no bank could succeed unless it were both agricultural and 
commercial. There is no such separation between agricultural and 
commercial enterprises as is indicated by the names themselves 
or as is often suggested by those who speak and think somewhat 
loosely on the subject. The Philippines is an agricultural country 
in the sense that it has but little manufacturing, but the process 
of marketing and disposing of its agricultural staples is as much 
a part of the process of production as is that of putting the seed 
in the ground and cultivating it until the crop is matured. With- 
out the high development of this so-called commercial side of the 
Bank’s business it could never succeed as an agricultural institu- 
tion, as will be seen from the following considerations. 
Agricultural loans are necessarily long and represent capital 
put into the improvement of the soil and of the conditions of 
production. A bank which employs any considerable part of its 
funds in such enterprises has quickly put them into an immobile 
or permanent form from which they will be withdrawn very slowly 
or perhaps never. What it must do is to induce others who have 
capital to invest upon a long-term basis to supply that capital for 
the use of the agricultural public, and it can do this only by guaran- 
teeing such investors that their funds are safe and will be repaid 
upon maturity. This is exactly what the Philippine National Bank 
undertakes to do, its charter authorizing it to make only limited 
loans upon landed securities, but granting to it full authority to 
sell bonds against the mortgages thus obtained and then to reinvest 
the capital arising therefrom. In other words, the framers of the 
Philippine National Bank Act were willing to entrust the Bank with 
the function of guaranteeing, safeguarding, and promoting the 
investments in agricultural lands that might be made from its 
funds and from those of others intrusted to it. They believed that 
the Bank would under these conditions make its loans safely and 
wisely and would so arrange matters as to insure the eventual repay- 
ment of the loans. Provision, indeed, was made for recovering 
them upon an amortization basis. It was, however, clearly 
perceived that no investors at a distance (and the Philippine 
Islands, like other oriental countries which have no domestic 
market, must rely upon the peoples of the West to furnish them 
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with capital) would ever be induced to accept such a guaranty 
and to advance funds at any reasonable rate of interest unless the 
bank guaranteeing the funds was known and recognized by them 
as a strong institution able to fulfil its obligations and amply 
equipped to meet every demand that might be brought to bear 


upon it. 

The careful and extensive development of the commercial 
business of the Philippine National Bank is thus dictated by con- 
siderations of a twofold character. First of all, the farmer is 
probably almost as directly and immediately benefited by the 
improvement in the prices of his products which comes from 
economical marketing and reasonable banking accommodation 
for that purpose as he is by any other form of assistance. Secondly, 
the rendering of direct assistance through actual long-term loans 
is possible in any considerable amount only in the event that 
investors are encouraged and assured of safety through the guaranty 
of a strong institution possessing a large liquid capital which is 
rendered available for the purpose of meeting the claims of such 
creditors as rapidly as they fall due. The success of the Philippine 
National Bank as an agricultural institution is therefore bound up 
with, and dependent upon, its success as a commercial institution. 
Should this ever be forgotten, and should the institution ever be 
forced by unwise legislation to invest a large part of its funds in 
long-term agricultural loans instead of getting them through bond 
issues in the way already described, the effect would be immensely 
to weaken its credit, with the result that there would be an eventual 
loss of deposits and of business, with corresponding inability to 
impress the investor with the soundness and strength of the institu- 
tion, so that in the last analysis there could be expected to be but 
little reliance upon capital outside of that actually in the possession 
of the institution through subscriptions to its stock. 


Xx 
There is another problem connected with the Philippine 
National Bank whose gradual evolution will be watched with 
profound interest by those who are desirous to see steady and 
successful progress in the Philippines. This is the question whether 
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the Bank can maintain itself absolutely free of political interference 
or control. It is this rock of ‘politics’ upon which many financial 
institutions in the Latin-American countries have split. They 
have found themselves under pressure to make loans and to engage 
in operations that were manifestly unwise from a banking stand- 
point, or they have been compelled by legislation to release their 
funds for uneconomical purposes, with resultant disaster. The 
effect has been to render them unable to maintain their obligations 
or to protect the governments whose finances they practically 
represented. The invariable consequence of such financial mis- 
management has been political shipwreck, involving the interference 
of other nations or of foreign financiers, who, under the guise of 
recovering their own property, occasionally help themselves to 
much more than they ever advanced. Americans will watch with 
interest the progress of the Philippine National Bank to see whether 
the Islands, with their new democratic form of government, can 
successfully resist this temptation. Should they not fall a prey to 
it and should they demonstrate the capacity to place the institution 
which holds the bulk of their national funds, in the hands of safe, 
conservative, and trustworthy men and then to trust the judgment 
of these men sufficiently to put aside all selfish and unsound schemes 
for the use of the people’s money, they will have established a 
prima facie case for the steady increase of their power over their 
own affairs. Should they, on the other hand, exhibit a disposition, 
even though checked by the interference of American authorities, 
to follow the less conservative precedents and to employ the funds 
of their national bank as a means of satisfying local or political 
claims or paying personal debts, they will have given strong reason 
for thinking that the further growth of local authority in the 
Philippines pending a further development of financial self-control 
will be unwise. The debauching of the directorate or of the official 
or employed staff of the Bank by the introduction of political 
nepotism or the use of appointments to pay personal or party 
indebtedness, much less the making of loans for such purposes, need 
no more than be referred to here. Such deviations from upright- 
ness would be as disastrous in the Philippine Islands as they are 
anywhere else, and, as experience has too often shown, no institu- 
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tion whose management is vitiated in such a way can last long. Of 
all institutions, banks are probably the quickest to suffer from the 
infliction of such evils upon them. The possibilities in that 
direction need not be more than mentioned. 

In all this, however, the situation in the Philippines is no dif- 
ferent from that which exists elsewhere. Dangers of the kind 
just briefly set forth beset every public institution in every country; 
they have in the past been found as frequently in the United States 
as anywhere, and they are not altogether absent today. To 
suggest that such a danger exists in the Philippines is no necessary 
reflection on the inhabitants of the Islands, their leaders, or their 
rulers. They are, however, subject to the same possibility of error 
as other peoples, and should these possibilities become actualities 
the results will make themselves felt more quickly in the Philippines 
than in most other countries, if for no other reason than because 
of the great distance of the Islands from their market and the 
difficulty of keeping those upon whom the Islands are dependent 
for capital fully advised of what is occurring. 

H. PARKER WILLIS 

WasHINGTON, D.C. 





THE STATE LIFE FUND OF WISCONSIN 


The State Life Fund of Wisconsin has been in operation about 
three years and a half and has reported on the business of three 
full years. The possibilities of the undertaking are not yet fully 
developed, but it has been in existence long enough to make 
apparent its general tendencies and indicate its probable results. 
It may be profitable, at this time, to recall the circumstances 
leading up to the establishment of the Fund and the principal 
features of the law creating it, to review the main facts of its 
history and the methods of its administration. Such an examina- 
tion may enable us to discover the elements of strength and weak- 
ness in the plan, to judge its prospects of success, and to determine 
whether it should continue under its present, or some other, mode 
of operation. 

The Fund was, in a measure, an outgrowth of the disclosures 
of the investigation of 1905 by the Armstrong Committee of the 
New York Legislature and of inquiries in 1906 by committees of 
the Wisconsin Legislature. One of these Wisconsin committees 
was appointed to investigate private life insurance companies, the 
other to inquire into the feasibility of the adoption of a plan of 
state life insurance. The first-named committee confined its 
investigations to the affairs of three companies: the Northwestern 
Mutual Life Insurance Company, of Milwaukee, Wisconsin; the 
Wisconsin Life Insurance Company, of Madison, Wisconsin; and 
the Union Central Life Insurance Company, of Cincinnati, Ohio.’ 

t The report of the committee states that these companies “ were not selected be- 
cause of any belief on the part of the public or of any belief on the part of the com- 
mittee that their affairs were conducted in any less creditable manner than those of 
other companies transacting life insurance business in this state. The Northwestern 
Mutual Life Insurance Company had courted this investigation, and the Union 
Central was selected for examination because it is recognized as a conservative mu- 
tual and stock company and had not been examined by the New York investigating 
committee, and has a large number of policyholders in this state.” Report of the 


Joint Committee of Senate and Assembly on the Affairs of Life Insurance Companies, 
(Madison, Wis., 1906), p. 4. 
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The findings of this committee were not of a sensational nature, 
like those of the Armstrong Committee. However, they recom- 
mended legislation to increase the influence of policyholders in the 
management of the companies, to suppress rebating, to require 
complete reports on legislative expenses, to define the rights of 
policyholders in the surplus, to limit expenses, to require standard 
policy provisions, and, in general, to secure more equitable treat- 
ment of policyholders. As a consequence, laws designed to secure 
these objects were passed.’ 

The Senate members of the joint committee which reported 
on the affairs of the private companies were constituted a committee 
to report on state life insurance. The majority report was against 
its immediate adoption; the minority report favored state life 
insurance as well as state sickness and accident insurance, and 
invalidity and old-age insurance. No action was taken until 
June 7, 1911, when the law creating the State Life Fund was 


passed.’ 


PROVISIONS OF THE LAW 


According to the law, the State Life Fund is to be a mutual 
life insurance company, operated by the state for the benefit of 
residents, and all the profits are to go to the policyholders. The 
cost is to be reduced by the elimination of agents’ commissions; 
the insurance is to be sold “over the counter.” The law states 
that the Fund is established “without liability on the part of the 
state.” Assistance from the state in meeting claims is made 
unnecessary by the adoption of level-premium life insurance. An 
adequate reserve is to be created for each policy. The basis 


* See respectively, chap. 667, Laws of 1907; chap. 504, Laws of 1907, and chap. 
270, Laws of 1911; chap. 131, 1907, and chap. 597, 1907; chap. 391, 1907; chap. 668, 
1907; chap. 108, 1909. 

? Laws of Wisconsin, 1911, chap. 577. 

3 Ibid., chap. 577, and Revised Statutes, 1915, chap. goM, sec. 1989m. 

4 There are only two sound plans for whole life insurance, the step-rate plan and 
the level-premium plan. Under the former the insured pays only the cost of insurance 
from year to year, the burden becoming very heavy in the later years; under the 
latter, the excess payments of the earlier years make up the deficiency of the later 
years, the premium remaining the same. 
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prescribed is the American Experience Table of Mortality, with a 
3 per cent interest assumption. 

The commissioner of insurance is instructed to prepare the 
necessary tables of premiums and reserves and the policy forms, 
application and medical examination blanks. He is required to 
furnish schedules of rates and copies of the forms of policies to each 
state factory inspector, to the clerk and treasurer of every county, 
city, town, and village, and to the cashier of every state bank 
which receives deposits of state money. It is the duty of these 
officials to fill out applications and transmit them to the com- 
missioner of insurance. Applications may also be sent directly 
to the commissioner of insurance. Any person who forwards an 
application—either the applicant himself, the local official, or 
any other person—may retain, as a fee, a deduction from the 
premium of 1 per cent, plus 25 cents. This cannot be considered 
a commission, as the term is ordinarily used. It is merely a 
clerical fee. 

The amount of insurance which can be issued to any one person 
is fixed by the law at $1,000, until the number of policyholders 
shall exceed 1,000, when $2,000 policies may be issued. When 
the number of policyholders shall exceed 2,000, the amount of 
insurance which may be issued to any one person is $3,000, which 
is the maximum amount of insurance which one person shall ever 
hold in the Fund. The policy provisions are liberal. If the 
policyholder ceases his premium payments he will not forfeit any 
part of the reserve on his policy. He may claim the entire amount 
of the reserve as a surrender value, or may receive the paid-up or 
extended insurance which the full reserve, applied as a premium, 
will buy. The insured is permitted to borrow the full amount 
of the resérve. 

The chairman of the State Board of Health is the medical 
supervisor of the Fund. Losses and other payments are audited 
by the secretary of state, on the order of the state treasurer, 
attorney-general, and commissioner of insurance acting as a board. 
The expenses of administration are to be paid out of the expense 
loading of the premiums. A surplus is to be built up out of the 
savings and gains. The law provides that the accounts of the 
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Fund shall be audited in the same manner as the accounts of 
state officers. 


ARGUMENTS FOR AND AGAINST THE FUND 


It is not the purpose of the writer to enter upon a discussion of 
the general question of the merits of state life insurance; an 
enumeration of the principal arguments for and against this 
particular plan, however, may serve to indicate briefly what its 
advocates expected it to accomplish and what the opponents 
claimed would be its results. The principal arguments advanced 
in advocating the adoption of the plan were: that a large part 
of the insurance business can be reduced to routine, and hence 
state management is practicable; that insurance would be fur- 
nished to the people of the state at lowered cost, by the elimination 
of agents’ commissions and the reduction of salaries and other 
overhead expenses; that the policyholder would be given every 
possible advantage under the terms of the contract; that the 
confusing and vexatious conditions embodied in so many policies 
would be eliminated; that ‘““money would be kept in the state,” 
and that the fund would be an opening wedge toward the establish- 
ment of a complete scheme of social insurance. 

On the other hand, it was asserted that competition between 
companies secures to the public the lowest cost of insurance; that 
private monopoly does not and cannot exist in life insurance; that 
mutual companies return to policyholders all the savings and gains 
which it is possible to make under management which assures the 
permanence and continuous growth of the companies; and that 
non-participating companies, competing with mutuals, must meet 
their rates. It was argued that the Life Fund was, for these 
reasons, unnecessary, since it would secure to the people nothing 
which they did not already possess. 

It was maintained that people will not buy insurance unless 
solicited; that the existence of the agent is justified because 
without his efforts the social benefits of insurance cannot be widely 
extended, and that in spite of the large total compensation of 
some agents, the average compensation of all agents is not dis- 
proportionate to the service which they render. 
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It was asserted that it is wrong for the same authority to 
regulate the private insurance companies, to make examinations 
of their books, publish reports of their operations, make admin- 
istrative rulings with which they must comply, and at the same 
time compete with them by offering life insurance to the public 
through the medium of the Life Fund. It was argued that unfair 
advantage might be taken of the knowledge obtained through the 
investigation of private companies to promote the interests of 
the Life Fund at the expense of the companies. 

At about the time the plan was formally inaugurated it was 
argued that the use of any of the general insurance-department 
appropriation for Life Fund purposes was unjustifiable and that it 
constituted taxation of the citizens at large for the benefit of policy- 
holders in the Fund. The commissioner of insurance was directed 
by the law to prepare tables and forms for the Life Fund, as stated 
above, and he was named by the law as the administrator of the 
Fund. He interpreted his duties to include the establishment 
of the fund as a “going concern.” No money was provided for 
the specific purpose of advertising and promoting the Fund, how- 
ever. The only provision for expense was through the clause 


specifying the amount of expense loading to be included in the gross 
premiums. Until policies were issued and premiums paid, there 
naturally could be no available fund of this sort. It was argued 
that the commissioner had not interpreted his duties correctly 
and that he had no right to use any of the general appropriation 
for his department to aid the Life Fund. 


PREPARATION FOR THE ISSUANCE OF POLICIES 


Carrying out the provisions of the law, the commissioner of 
insurance proceeded to have the necessary tables and forms pre- 
pared by the actuarial bureau of the insurance department. The 
premiums of the Life Fund are lower on some kinds of policies, and 
higher on others, than the premiums of the old-line companies. 
The Life Fund premiums are especially low on the endowment 
forms, due to the method of loading for expense." 


t The loading for expense is “two dollars per year per thousand of insurance, and 
an amount distributed equally through each of the possible premium payments, the 
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The following kinds of policies were offered at first: ordinary 
life, twenty-payment life, ten-year endowment, twenty-year term, 
term to age sixty-five, and endowment at age sixty-five. Soon 
after the first policies were issued, rates were quoted on twenty-year 


endowments and ten-year term policies. This provided a fairly 
wide range of selection. The applicant could almost certainly find, 
among the forms of policies issued, one which closely suited his 
needs. 

The policy form was made as short as possible and the phrasing 
simple and direct. A table is included in each policy which shows 
the policyholder just what part of his premium is used each year 
to pay the cost of insurance, just how much interest is earned by 
his premium and reserve, the amount of his reserve at the end of 
the year, and the portion of the premium which is used to pay the 
expenses of administration. 

When the tables and forms were ready, about a year after the 
law was passed, the commissioner of insurance announced, through 
the press and by means of circular letters, that applications would 
be received. Applications had begun to come in, when an event 
occurred which had a very serious effect on the growth of the Fund. 
Governor McGovern attempted to remove Commissioner Ekern 
from office, charging that he had been illegally active in politics.’ 
This was the beginning of a protracted struggle which led through 
a senatorial investigation, and an appeal to the courts, to a final 
vindication of Mr. Ekern and his retention of the office of insurance 
commissioner. It is not difficult to imagine the effect which this 
had upon the Life Fund. Commissioner Ekern had been an 
enthusiastic advocate of the plan and was working hard for its 
present value of which shall be equal to one-sixth of the present value of the costs of 
insurance on the basis aforesaid.” The cost of insurance is the share of the death 
losses to be borne by the policy, and is based on the “amount at risk,’”’ which is the 
difference in any particular year between the reserve and the face value of the policy. 
Since the reserve on an endowment policy is larger than on a term or straight-life 
policy, and the “amount at risk” consequently less, the cost of insurance is less, and 


hence the loading is less under the method prescribed by the Life Fund law (chap. 90M, 
sec. 1989m-4 of the Revised Wisconsin Statutes, 1915). 


? Chap. 42, sec. 963 and chap. 44a, sec. 990-92 of the Revised Wisconsin Statutes, 
IgI5S. 
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success. ‘What,’ was asked, “‘will happen to the Fund, if Com- 
missioner Ekern is removed from office?’’ The number of appli- 
cants continued to grow slowly, however, and when two hundred 
persons, both men and women, the latter being accepted as risks 
on the same terms and at the same premiums as the former, had 
been examined and accepted, the first policies were issued on 
October 27, 1913. These two hundred policies were for about 
$110,000 of insurance, about ninety $100 policies having been 
issued to members of the class of 1913 of the University of Wis- 
consin. The proceeds of these policies will constitute a class 
memorial fund. 

An enumeration of the following occupations which were 
represented among the first policyholders may serve as something 
of a description of the group: accountant, agronomist, banker, 
engineer (civil, electrical, and mechanical), forester, journalist, 
lawyer, librarian, mail carrier, manufacturer, merchant, pattern- 
maker, public official, railroad ticket agent, social worker, 
statistician, student, teacher. 

In the months just prior to, and following, the issuance of the 
first policies an extensive campaign of publicity was carried on. 
About this time the press regarded items concerning the Life Fund 
as news, and printed detailed accounts of its progress, but naturally 
this could only be for a limited period. Circulars presenting the 
essential facts about the Fund in an interesting manner were sent 
to selected lists of Wisconsin residents. Many personal letters 
were written to prominent citizens in an effort to enlist their 
co-operation. The commissioner of insurance made several public 
speeches explaining the plan. Circular letters were sent to the 
local officials whose assistance was prescribed by the Life Fund 
law, and they were furnished with advertising matter for distri- 
bution. Employers of labor were addressed and special posters 
sent to them to exhibit in places where they could be read by 
workmen. Tables of monthly rates were prepared and sent out, 
to encourage persons of small means to insure. Some of the labor 
unions co-operated by furnishing lists of their members, and 
these persons were circularized. In these and many other ways 
information as to the Life Fund was spread abroad. 
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GROWTH OF THE LIFE FUND 


The growth of the Fund can, perhaps, be best set forth by 
presenting a few comparative figures as shown in Table I." 


TABLE I 


Premiums | 


Number Amount Recsived 


Total Admitted | Total Policy 
of Policies of Policies A 


during Year ssets Benefits Paid 





| 

| er 237 $146,400 $ 5,734.58 | $ 5,600.85 ° 
rs 315 | 224,100 | 8,238.57 13,207.52 | $ 449.64 
ee 381 289,600 | 10,810.54 20,458.45 3,040. 25 
1916......-.| 447 361,700 | 13,773.86 32,849.80 2,100.87* 





Net Reserve on Policies, December 31, 1916, $26,964.96 





* Includes $549.84 applied to pay renewal premiums. 


Though the amount of business done has been small, the rate 
of increase has been fairly constant. The first few years of any 
undertaking of the sort are usually discouraging. The Life Fund 
has now accumulated sufficient assets so that its permanence is 
practically assured. On the other hand, a comparison with the 
amount of business done in Wisconsin by the Wisconsin companies 
shows how very slowly the Life Fund has progressed. Although 
figures have been given above for the 1916 business of the Life 
Fund, it will be necessary to use the results of the 1915 business, as 
shown in Table II, for most purposes of comparison, because the 
full report on 1916 business is not yet available. 

TABLE II 
INCREASE DURING 1915 OF INSURANCE IN FORCE IN 


WISCONSIN* 


Number of Amount of 
Policies Policies 


Wisconsin Companies 





Northwestern Mutual....... 2,005 $3,057,814 
669 1,128,750 
Guardian Life 683 850,141 
Great Northern 209 812,020 
Wisconsin Life 293 452,090 
Wisconsin National 171 201,264 
State Life Fund 66 65,500 











* Wisconsin Insurance Report, 1916, p. 289. (Report for 1917 not 
yet published.) 


' Five-year comparative statistics of life insurance companies. Wisconsin 
Insurance Report, 1916, p. 250. 
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When we consider that fifteen companies of other states were 
doing business in Wisconsin during the same period, and that the 
total increase in policies in force in the state in 1915 was 49,545 
for the amount of $23,289,105, it will be seen that the proportion 
of the business which was done by the Life Fund was small. 

The amount of business done, however, is not conclusive, and 
we should examine the operations of the Fund in order to discover 
the relative efficiency of its management. Let us examine the 
factors which determine the amount of dividends which a company 
can pay. First, as to the expense ratio, we have the figures in 
Table III. 

TABLE III 
Ratio OF INSURANCE EXPENSES INCURRED TO LOADING CONTAINED 
IN THE PREMIUMS RECEIVED IN 1915* 
WISCONSIN COMPANIES 


Percentage Percentage 
State Life Fund Wisconsin National 
Northwestern Mutual........ 74.3 Re err 1835.2 
Wisconsin Life Great Northern 
Guardian.......... 


* Wisconsin Insurance Report, 1916, p. 293. 


The good showing of the Life Fund in this respect is apparent 
rather than real, however, because no savings from expense load- 
ing were included in the dividends paid in 1916. It has not 
been determined just what proportion of the general insurance- 
department expense should be charged to the Life Fund. Un- 
doubtedly a certain amount should be so charged, and, until the 
matter has been decided, it is difficult to draw definite conclusions 
about the expense of administration of the Fund. Consequently 
Table IV, as well as Table III, will have to be taken with con- 
siderable reservation. 

TABLE IV 
Ratios OF EXPENSE OF MANAGEMENT TO PREMIUM INCOME IN 1915* 


WISCONSIN COMPANIES 
Percentage Percentage 


State Life Fund Wisconsin National 
Northwestern Mutual........... Wisconsin Life 
Great Northern Old Line 

Guardian 


* Ratios based on figures given in Wisconsin Insurance Report, 1916, pp. 268-75. 
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All the private companies in this list began business after 
January 1, 1908, except the Northwestern Mutual, which com- 
menced business in 1858, and the Wisconsin Life, which first wrote 
business in 1895. Naturally, new companies have a hard fight 
to gain a secure position. The “select and ultimate” and “‘pre- 
liminary term”’ methods of valuing policies make it possible for 
these companies to use the greater part of the first premiums for 


’ 


the expense of securing new business, but even if this explains the 
high ratio of expense shown by these new companies, it hardly 
makes the low ratio of the Life Fund less commendable. It will 
be seen that the Life Fund ratio would be low, even if doubled or 
trebled on account of the apportionment of expense mentioned. 

We might further compare, as in Table V, the expense ratio 
of the Fund with the expense ratios of some companies of other 
states doing business in Wisconsin. 

TABLE V 
RATIOS OF EXPENSE OF MANAGEMENT TO PREMIUM INCOME IN 1915* 
COMPANIES OUTSIDE OF WISCONSIN 
Percentage Percentage 

New York Life New England Mutual 
Mutual Life Travelers 
Equitable 


* Ratios based on figures given in Wisconsin Insurance Report, 1916, pp. 268-75. 


Let us turn to a comparison of the mortality experience of the 
different organizations as given in Table VI. 
TABLE VI 
Ratio oF AcTUAL TO EXPECTED MORTALITY IN 1915* 

WISCONSIN COMPANIES 

Percentage Percentage 
Guardian Wisconsin Life 
Wisconsin National...........38.6 Northwestern Mutual 
Great Northern State Life Fund 
Old Line 


* Wisconsin Insurance Report, 1916, p. 294. 


While the experience of the Life Fund in this respect is not as 
favorable, the result does not necessarily mean that the Life Fund’s 
selection of risks has been inferior. The number of policies is 
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still so small that one extra death means a large addition to the 
percentage of loss incurred to loss expected. In 1913 and 1914 
there were no death losses,’ and in 1916 only one death claim. The 
ratio of actual to expected mortality of the Life Fund in 1916 was 
31.3 per cent. 

Turning to the interest earnings of the Fund, we find that 
in 1915 it occupied middle ground, three companies having a higher 
and three a lower rate. Table VII gives the percentages for seven 


TABLE VII 
Ratio oF Net INCOME FROM INVESTMENTS TO MEAN LEDGER ASSETS* 


WISCONSIN COMPANIES 
Percentage Percentage 
Great Northern 31 Wisconsin Life 
Wisconsin National. ..........5.27 Northwestern Mutual 
Guardian 21 Old Line 
State Life Fund 5.18 


* Wisconsin Insurance Report, 1916, p. 293. 

Wisconsin companies. Thus we see that the Life Fund occupies 
an average position with respect to mortality experience and 
interest earnings,? while its expense ratio is somewhat in doubt. 
Since the experience of the Life Fund has been fairly favorable with 
regard to expense, interest, and mortality, we should expect the 
dividends on policies to make a good showing, and we find this 
to be the case. 

Thus we find that in spite of a fairly good record and a com- 
paratively low net cost of insurance, the State Life Fund has 
done only a very small amount of business. It may be well, 
before taking up any of the details of the administration of the Life 
Fund, to devote some attention to other state insurance plans, in 
order to form conclusions as to what the comparative success 
of the Life Fund has been. 


THE EXPERIENCE OF SIMILAR PLANS 
There is much variation in the forms which state insurance 
takes, and the State Life Fund has little in common with some of 
them. A comparison of the Life Fund with a government monop- 
t Wisconsin Insurance Report, 1916, p. 251. 
2 The net rate of interest earned by the Fund in 1916 was 5.6 per cent. 
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oly of life insurance, like that created by Italy in 1912, would be of 
small utility; nor has it very much more in common with the dif- 
ferent European plans of social insurance, conducted through local 
associations, mutual-aid societies, or government bureaus, involving 
compulsion and sometimes the payment of part of the premium 
by the state. There are several state insurance undertakings, 
however, which involve a measure of competition by the state 
with private companies and which have other points of similarity 
with the Life Fund, so that a comparison may be of value. 

The foremost example of this class is the State Life Insurance 
Department of New Zealand, which was established in 1869. The 
business of this department is conducted in much the same way 
as the business of a private mutual life insurance company. All 
the usual classes of policies are issued and canvassers are employed 
to obtain new business, and compensation is graded according to 
business secured." The contracts are guaranteed by the state, and 
premiums are somewhat less than those of the private companies. 
For some years after it began operations the department’s business 
increased rapidly, its only competitor being the Australian Mutual 
Provident Society, but of late years it has lost ground in the 
competition with private companies. From 1897 to 1907 the 
state office increased its amount of insurance in force by 20 per cent, 
while the private companies increased their total amount by 78 
per cent.?, From 1908 to 1914 the state office increased its amount 
of insurance by 14} per cent and the private companies increased 
theirs by 32 per cent.’ In 1905 the state office had 37.3 per cent 
of the total insurance in force in New Zealand, in 1908 it had 
34.8 per cent, in 1911, 32.6 per cent, and in 1914, 31.6 per cent.‘ 
This indicates a gradual decline in the relative importance of the 
state insurance. The expense ratio of the state office is about 
the same as the average rate for private companies, its lapse rate 
is somewhat higher, and its “bonuses,” i.e., dividends, somewhat 

* LeRossignol and Stewart, State Socialism in New Zealand, chap. ix, p. 155. 

2 Ibid., p. 158. 

3 Ratios based on figures given in the New Zealand Official Year Book (Wellington, 
N. Z., 1915), pp. 680-83. 

4 Ibid. 
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lower." The explanation offered by state officials for the falling 
off in the amount of business done by the state office is that the 
field is too limited, but the reason assigned by others is the lack 
of aggressiveness on the part of the management.’ 

The British post-office, through its savings department, has 
written life insurance and annuities since 1865.3 Persons of either 
sex, between the ages of fourteen and sixty-five, may be insured. 
The policies may not be less than £5 nor more than £100. Children 
between eight and fourteen years of age may be insured for £s. 
Under the same act, annuities, either immediate or deferred, of 
not more than £100, may be granted on the lives of persons of 
either sex, not under five years of age.* Though the terms and 
rates of the post-office insurance and annuities are favorable, the 
department has never written a considerable amount of life insur- 
ance. Its annuity business has been fairly large, as is shown in 
Table VIII. 

TABLE VIII 
British Post-OrFicE INSURANCE AND ANNUITIES* 


CONTRACTS FOR INSURANCE AND ANNUITIES IN EXISTENCE 
ON DECEMBER 31, I913 


Number Amount 





Immediate annuities. . . . . . | 31,640 £731,279 
Deferred annuities....... 2,682 | 20,324 
Insurance policies. .......| 12,247 | 692,810 





* British Parliamentary Papers, XLIV (1914), 737. 


There are scores of British companies which carry a larger 
amount of insurance; compare, for example, the business of the 
North British and Mercantile Company, which has 71,972 out- 
standing policies for the amount of £34,022,313.5 This company 
has in force 6,530 annuities, for the amount of £344,600. 

The Canadian government has sold annuities through its 
post-office department since September 1, 1908. Annuities may 


* LeRossignol and Stewart, State Socialism in New Zealand, chap. ix, p. 165. 
2 [bid., p. 166. 3 Act 27 and 28 Victoria, cap. 43. 

4 Thom’s Official Directory (Dublin, 1915), p. 1116. 

5 British Parliamentary Papers, LX XIV (1914), 829. 
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be either deferred or immediate. Except for invalidity or disable- 
ment the deferred annuity may not be received before age fifty-five; 
any person fifty-five years of age or over may purchase an imme- 
diate annuity. The smallest annuity which may be purchased 
is $50 and the largest $600. Employers of labor may buy annuities 
for their employees, or assist in such purchase, and societies may 
provide annuities for members. The number of annuities issued 
from September 1, 1908, to March 31, 1913, was: immediate, 463; 
deferred, 2,621; total, 3,084; aggregating in amounts contracted 
for $612,063.31. Thenet present value of all outstanding contracts 
on March 31, 1913, was $1,686,659 .94.' 

Massachusetts Savings Bank Life Insurance is not state insur- 
ance, but inasmuch as the expense of administration is shared by 
the state and as the purpose of the plan is to secure insurance at 
cost for wage-earners, it may be considered similar in purpose to 
social insurance. Under the law passed in 1907 savings banks are 
permitted to organize insurance departments and to sell, “over 
the counter,” contracts of insurance and annuities? The funds 
of the savings and insurance departments are to be kept entirely 


separate, the funds of the latter being invested, however, in the 
same classes of securities as the funds of the former. 

A General Insurance Guaranty Fund is established under the 
law and is created a body corporates The affairs of this corpora- 
tion are managed by a board of seven trustees, appointed by the 
governor, with the advice of the council, from the number of the 


trustees of savings banks, and ‘‘savings and insurance” banks. 
Savings bank insurance is managed in the name of, and by, the 
trustees of the General Guaranty Fund. The trustees of this Fund 
appoint the state actuary, as the actuary of the fund is called, the 
medical director, and the educational secretary, and their assistants. 
All necessary forms and blanks, ratebooks, and pamphlets are 
furnished free to the banks, and a large amount of literature is 

t Imperial Year Book for Dominion of Canada, 1914-15 (edited by A. E. Southall. 
Montreal), p. 203. 

2 Massachusetts Acts of 1907, chap. 561 (form 1). 


3 Ibid., as amended by chap. 246, Acts of 1914. 
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distributed by the educational secretary, who travels about, holding 
shop meetings and endeavoring in other ways to bring savings bank 
insurance to the attention of the public. Four savings banks have 
established insurance departments under the law. The interests 
of these banks are pooled, so far as mortality losses are concerned. 
The state actuary determines each year the ratio of actual to 
expected mortality for each savings bank insurance department, 
and also the average ratio for all the departments. Those which 
have suffered losses greater than the average are indemnified from 
the mortality savings of those which have realized better than the 
average. 

Several hundred agencies for the receipt of premiums have 
been established in all parts of the state, the majority of the agencies 
being in manufacturing establishments, for the convenience of 
employees. Most of these agencies make no charge for the col- 
lection of premiums, but public agencies, in stores and banks, 
receive 2 per cent of the premium for collecting. The insurance 
contracts may not exceed $500 in any case or the annuities $200. 
Since an individual may take out the maximum amount of insur- 
ance, or the maximum annuity, in each of the four insurance banks, 
he can secure $2,000 insurance or $800 in annuities. 


TABLE IX 


GROWTH OF THE MASSACHUSETTS SAVINGS BANK 
Lire INSURANCE* 








Banks with : 
Insurance Policies Insurance 
Departments 





282 $ 114,953 
2,513 | 992,761 
3,318 1,367,363 
5,063 1,956,038 
6,652 2,528,809 
8,054 | 3,150,806 
9,439 3,566,778 

10,892 4,341,205 
14,030 6,035,041 


PPP PPPWNHN 











* Massachusetts Life and Miscellaneous Insurance Reports, Vols. LIV-LXI. 


Any comparison of the net cost of Massachusetts savings 
bank life insurance with the net cost of “‘industrial’”’ insurance 
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would be inconclusive. It is claimed by the officials of the Guar- 
anty Fund that the cost of the monthly premium policies of savings 
bank insurance is 17-35 per cent less than any weekly premium 
insurance. On the other hand, the officials of private companies 
claim that, since the state has appropriated an amount for the 
support of the savings bank insurance administration which 
approximates the total amount paid in dividends by savings bank 
insurance, such a comparison is unfair. There would seem to be 
justification for the additional claim of the private company 
officials that the savings bank insurance should be regarded as 
supplementary to industrial insurance, rather than competitive 
with it, since the savings banks do not issue weekly premium 
policies, and since the average policy is so much larger than the 
policy of the “industrial”? companies. The average size of the 
weekly-premium, or “industrial,” policies, in three leading com- 
panies which issue that form of insurance was, on December 31, 
1915: in the Metropolitan Life Insurance Company, $133; in 
the Prudential Life, $132; and in the John Hancock Company, 
$171. The average Massachusetts savings bank policy was, on 


October 31, 1915, $399.” 
TABLE X 


Po.icres IssUED IN MASSACHUSETTS IN 1915* 


Company Number Amount 





John Hancock..... .| 125,469 $23,060,438 
Metropolitan save nes 157,221 23,884,022 
NINES: 6.5 is5005 elaine adn 89,722 16,142,917 
Massachusetts savings bank 
insurance (October 31, 1914, 
to October 31, 1915) 2,53 1,125,673 





* The sixty-first Massachusetts Life and Miscellaneous Insurance 
Report, 1916, Table I, “‘ Massachusetts Business,” pp. xliv and xlv, and 
289-303. 


A comparison of the amount of insurance business done by the 
Massachusetts savings and insurance banks, with the Massachu- 
setts industrial business of the three companies mentioned above, 
as shown in Table X, will give an idea of their relative importance. 


t See pamphlet on Massachusetts Savings Bank Life Insurance, issued by the state 
actuary, “ Part II, Description and Premium Rates of Monthly Premium Policies.” 

2 Based on figures given in the sixty-first Massachusetts Life and Miscellaneous 
Insurance Report, 1916, pp. 37, 138, 240, and 289-303. 
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The record of the different savings and insurance banks varies 
with respect to lapses. On the whole, however, the record of 
savings bank insurance is somewhat better in this respect than 
the record of the private companies mentioned. 

The reasons for the fair degree of success which Massachusetts 
savings bank life insurance has attained, seem to be that it has 
appealed directly to the wage-earners and has encouraged them to 
take policies of moderate amounts on a monthly-premium basis; 
that the experiment has been given constant publicity through 
the efforts of the Massachusetts Savings Insurance League and the 
educational work of the state officials, and that a large share of the 
expense of administration has been borne by the state. 

There are two private life insurance companies which may be 
compared with the Wisconsin State Life Fund. One is the Equi- 
table of London, which has been selling insurance ‘‘over the 
counter,” as the Life Fund is doing, for about one hundred and 
fifty years. The amount of business done is comparatively small 
for an old, established company. The quotation of a few figures 
from the company’s annual statement will illustrate its position: 

Amount of life-assurance fund at the beginning 

ee I NI odo .anis icine vkavonsaueee £4,706,271 
Premiums... siten S8R504 
Consideration for annuities granted. . 
Total assets, December 31, 1912 


TABLE XI 





|Number of Policies Amount 





Insurance in force... .. 6,250 | £8,405,864 
Annuities. .. 340 24,868 





The other private company to which reference has been made 
is the Postal Life of New York. This company writes life insurance 
principally by mail order instead of through solicitors. Its experi- 
ence indicates that it is as expensive to sell insurance solely by 
advertising, through periodicals and circulars, as it is through 
solicitors. The ratio of the expenditures of the Postal Life in 1914 


t British Parliamentary Papers, LXXIV (1914), 109 and 827, “Assurance Com- 
panies.” 
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for advertising, printing and stationery, express, commissions to 
agents, and salaries, to the total premium income (including sur- 
render values and dividends applied to the purchase of insurance) 
was 13 percent.’ This is a low ratio, but the results of the expendi- 
ture were not encouraging, as the number of policies in force with 
the Postal Life decreased, during the year, from 23,673 to 22,990 
and the amount of insurance from $47,250,058 to $44,242,318.” 

A study of these different plans shows that none of them has 
extended its benefits to a very large group of persons. The infer- 
ence seems plain that an insurance organization without solicitors 
cannot compete successfully with a company employing solicitors. 
The New Zealand state life insurance, which employs solicitors, has 
grown to greater proportions than any other state life insurance 
department. Here the factor which has caused a decline in the 
comparative standing of the office seems to be a lack of sufficient 
incentive to induce the greatest efforts of the agents. Neither 
the British Post-Office Life Insurance and Annuity Department 
nor the Canadian Government Annuity Department has attained 
relatively great size or importance. The Massachusetts Savings 

3ank Life Insurance, while not employing solicitors, has carried 
on educational work which apparently has borne good results. 
The growth of the Equitable of London is almost imperceptible, 
compared to that of its competitors, while the Postal Life has 
found that it is fully as expensive to persuade the prospect by 
means of the printed word as through the person of the solicitor. 
The State Life Fund. offering the policyholder every advantage 
and selling insurance at rates that compare very favorably with 
the old line companies, is yet increasing its business very slowly. 
In the light of the experience of similar plans of insurance, the 
showing made by the Life Fund is fairly creditable. All depends 
on our view of what the Fund should have accomplished. It must 
be evident that the Life Fund, under its present plan of operation 
is not likely to become a formidable competitor of the old-line 
companies. Before considering whether it will be wise to change 

‘Ratio based on figures from annual statement of the Postal Life Insurance 

Company, New York State Life Insurance Report, 1915, Pp. 234. 


2 New York State Life Insurance Report, 1915, Part II, p. 239. 





460 JOURNAL OF POLITICAL ECONOMY 


the scope and alter the method of operation of the Life Fund, 
it may be well to discuss some of the practical difficulties in 
management. 
ADMINISTRATIVE DIFFICULTIES 

The enthusiasm and energy of former Commissioner of Insur- 
ance Herman L. Ekern were the greatest factors in promoting the 
interests of the Life Fund at its inception and during the early days 
of its existence, as the writer has stated above. Mr. Ekern retired 
from office on July 1, 1915, and Governor Phillipp appointed as his 
successor Hon. M. J. Cleary. It has been reported that the latter 
has stated that he is not in sympathy with the purpose of the Fund.' 
If this is correct, it illustrates one of the dangers to which the Fund 
is subject. In order to assure success in its management, enthusi- 


asm is required as well as good judgment. It is an error to suppose 
that the organization will supply its own motive power. 

The administrative machinery of government almost always 
moves quite slowly. This constitutes another difficulty in the 
operation of the plan. It was discovered that, owing to a conflict 
of laws, premiums could not be refunded to rejected applicants. 


As the law prescribes that the first premium payment must accom- 
pany an application, this was a serious difficulty. A remedy was 
found, after some delay, but a matter which should be easy to 
rectify may thus cause much trouble and loss of time in waiting for 
adjustment through administrative rulings.’ 

Another fruitful source of trouble is the distribution of duties 
among different departments of the state government. As long as 
relations between the departments are harmonious and everyone 
is in sympathy with the plan, affairs run smoothly, but lack of 
co-operation may negative all the efforts of those who are in favor 
of the undertaking. It is also difficult to secure the co-operation of 
local officials. Almost without exception they regard the addition 
to their duties as a nuisance, and the fee which they receive for 
making out an application can hardly be regarded as adequate 
compensation for the trouble. 

t The Spectator, XCV, 191. Paper given by Commissioner Cleary at National 
Convention of Insurance Commissioners. 

2 See ‘Amendment to the Law,” Wisconsin Laws of 1913, chap. 291, sec. 14. 
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Accurate reports on the character and financial responsibility 
of applicants must be secured by life insurance organizations. 
This information is secured by private companies through detective 
agencies or bureaus especially organized for the work. The cost 
of such service places it beyond the reach of the Fund, but the need 
for it is great, because the danger of “‘adverse selection”’ is greater 
when the move for insurance comes from the prospective buyer, 
not from the agent. Those who feel that they have some physical 
weakness or infirmity which impairs their probability of long life, 
and who, perhaps, have been rejected by a private insurance 
company, may try to secure insurance in such an organization as 
the Life Fund. 

The small fee paid to the medical examiner is another defect 
in the system. The usual fee for examination of applicants for 
policies in old-line companies is $5.00, while the fee paid for exam- 
ination of an applicant for a Life Fund policy is $2.00. The 
doctor can hardly be expected to make so careful an examination 
for the Life Fund, though the need for it is somewhat greater. 
Furthermore, the physician may be expected to co-operate more 


heartily with the insurance agent than with the Life Fund, when 
the fee paid by the private company is so much larger. 


THE FUTURE OF THE LIFE FUND 

We have seen that in spite of the low cost of the insurance 
offered and the liberal terms of the policies, comparatively few 
people have availed themselves of the opportunity to insure in the 
State Life Fund. We have also seen that it is common experience 
for plans of this sort not to grow very rapidly or to attain great 
proportions. The question naturally arises as to what the future 
of the Life Fund is to be. Shall it continue under its present mode 
of operation, shall it be discontinued, or shall its policy be changed 
in the light of its experience ? 

Conducted on the present plan it will probably continue to add 
a small amount of insurance from year to year, until the assets 
become not inconsiderable. It can continue in this way with 
safety to the policyholders because it is on a sound actuarial basis. 
It will not be an active competitor of the old-line companies, 
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because it is not in its nature to be. It has been suggested that it 
might be used as a “‘club”’ over the heads of the private insurance 
companies to wring from them concessions which they would not 
otherwise grant to policyholders, but since its use in this manner 
would depend on its potential ability as a competitor, it would be of 
little use in that direction, even were such use considered desirable 
or necessary. Neither is it likely that it could be used as a model 
to lead the private companies toward better management, since 
improvement in business methods seldom comes from governmental 
departments. 

There is a field of usefulness, however, for the State Life Fund. 
As evidenced by the average size of policy taken and by the occu- 
pations represented by policyholders, the appeal of the Fund, at 
present, is to those persons who would otherwise take out small 
policies of “ordinary” insurance with the old-line companies. The 
same difficulty which has prevented the Life Fund from becoming 
an active competitor of the ‘‘ordinary”’ old-line companies would 
probably also prevent successful competition with the “industrial” 
companies. There is a zone between the industrial insurance and 
ordinary insurance, however, represented by policies of a few 
hundred dollars, paid for in monthly instalments. These policies 
are hardly worth the active efforts of the solicitor for the ordinary 
company, and they can be sold at lower rates than those offered 
by the industrial companies. It is quite possible that the Life 
Fund might continue to write as many $1,000 policies as it 
does at present, while making its especial appeal for the smaller 
policies. Such insurance would be supplementary to both indus- 
trial and ordinary insurance rather than directly competitive with 
either. 

In any event, there are certain changes which should be made 
in the management of the Fund. In the first place, the adminis- 
trator of it should be made independent of any other department. 
This would remove the possibility of the control of the Fund by a 
commissioner of insurance not in sympathy with its purpose. 
Heads of other departments should be relieved of the necessity of 
co-operation as far as possible. Administration by a separate 
bureau would also remove the objection that the same authority 
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supervises the private companies and directs competition against 
them. In the second place, educational officers should be provided. 
This is the only way in which state insurance can be brought to the 
attention of the public constantly, in the absence of provision for 
solicitors, or of large sums for advertising, which is as expensive as 
solicitors’ commissions. 

While the experience of the Life Fund and of similar plans of 
insurance holds out no prospect that it would do an exceedingly 
large volume of business, even were its purpose thus modified and 
its administration altered, the probability that it would serve a 
useful purpose seems great enough to warrant the trial. 


Mark A. SMITH 
HARVARD UNIVERSITY 





THE ETHICS OF LAND-VALUE TAXATION 
I. LAND RENT VERSUS CAPITAL INTEREST 


An examination of the justice of special land-value taxation may 
advantageously begin with a brief consideration of the difference 
between rent and interest. The distinction between them has been 
elaborated elsewhere’ and need not, perhaps, be long dwelt upon 
here. It is sometimes said that the rent of land is no less interest 
than the return on other capital, since the return on land can be 
viewed as a given percentage on a given valuation, while, on the 
other hand, the interest on other capital can be viewed as an 
absolute amount in dollars per machine or factory, just as land 
rent is viewed as so many dollars per building lot or per acre a 
year.2, But more fundamentally there is a difference, despite the 
superficial resemblance, between situation rent and capital interest. 
The return on land should be looked at as an absolute amount 
measured and determined by the surplus over production on the 
extensive or intensive margin. It is not determined by the value 
of the land. Neither has the value of land as such, i.e., its situation 
value apart from improvements, any relation to any cost of pro- 
duction, since the land was not humanly produced. On the con- 
trary, the value of the land can be arrived at only by discounting its 
expected future rents or returns at some previously found rate of 
interest. Thus, a piece of land which would yield $5,000 per year 
net rent (above taxes, wages of labor employed, interest on the 
capital invested in buildings and other improvements, and insur- 
ance) would be worth, if interest were 5 per cent, $100,000. Were 
the current rate 1o per cent, such a piece of land would be worth 
but $50,000. 

«See an article by the author in the Quarterly Journal of Economics, XXVII, 
No. 4 (August, 1913), 630-50, entitled ““The Marginal Productivity versus the Im- 
patience Theory of Interest,” and one in the American Economic Review, IV, No. 2 
(June, 1914), 340-49, on “The Discount versus the Cost-of-Production Theory of 
Capital Valuation.” 

2 This view seems to be presented in Fisher, The Nature of Capital and Income 
(New York: Macmillan, 1906), pp. 184-88. 
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With equipment of the producible and reproducible kind, how- 
ever, the relation between capital and income value is not the simple 
one above outlined. The value of such capital, though not un- 
affected by the value of its expected services, is very directly related 
to the cost of its production. Buildings of a type costing $5,000 
each will hardly be put up to sell for much less, as a rule, by the 
builders. Nor, so long as the alternative is open to him of super- 
vising the construction of a similar building, will a possible buyer 
care to pay a great deal more. The value of a building is deter- 
mined then, in large part, by the expenses, such as wages, of pro- 
ducing the materials and of putting it up; and these wages are 
determined, in the last analysis, by the existence of alternative lines 
of activity open to the wage-earners, while the other costs are 
determined by the alternative uses to which the Jand or capital 
which must be used in producing the materials might be put.? 

Since the value of produced and reproducible capital is thus in 
large part fixed directly by its cost of production, the assertion that 
interest is in large part determined by the rate of productivity of 
capital does not involve reasoning in a circle. Interest is 5 per cent 
because, for one and perhaps the most important reason, capital 
worth $10,000 will produce an annual net income of $500. It there- 
fore appears, to sum up our conclusions thus far, that the value of 


produced capital depends in a considerable degree on cost of pro- 
duction, that the ratio between the value of capital and its income 
is an important factor in determining the general long-run rate of 
interest, and that this rate of interest is an essential element in the 
valuation of land. 


II. LAND RENT AS AN UNEARNED INCOME 


It is but a short step to the conclusion that the accumulators 
of produced capital may—and in many cases doubtless do—add to 
the volume of the annual aggregate income of society as much as 
they take out of this income in interest; while the owners of land, 

* He may be willing to pay something more in order to be relieved of the bother 
of supervision. 

*Cf. Davenport, Economics of Enterprise (New York: Macmillan, 1913), 
pp. 61-66. 
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as such, contribute no service in return for their income. Whereas, 
in the case of produced capital, the public (except in certain cases, 
numerous enough no doubt, where the capital is wastefully or 
injuriously used) pays the owner for a service which, without his 
saving (or the saving of someone whose right to payment has been 
transferred to him), would not have been enjoyed, in the case of 
land the payment is made for a benefit which is dependent on no 
individual’s saving or effort and a benefit for which, therefore, no 
individual is responsible. In the one case the community pays for a 
service which is actually rendered to it. In the other case it pays 
people who have, in the capacity in which they are paid, rendered 
no service. 

But, it may be said, at least many of the present landowners are 
persons who have made their savings from what they have earned 
and have chosen to invest their savings in land rather than else- 
where. Have they not, in their savings, given the community as 
much value as they draw in rent? The answer may well be that 
they have given, to that part of the community from whom their 
rent income is derived, nothing whatever. If A, who has saved 
$10,000, uses it to buy a piece of land from B, he is merely paying 
B for the privilege, previously enjoyed by B, of receiving rent from 
others for the use of something that neither he nor any other indi- 
vidual produced and the use of which would be equally available 
had no owner or purchaser of land ever been born. In turn, B 
has now the $10,000 of accumulations and it is quite possible that he 
may use it in some way that will increase the annual product of 
industry. If so, the community, or some members of the com- 
munity, will come to be paying B. in interest on capital, for services 
which, without A’s saving, wouid not have been available, while 
they will be paying A, in rent, for benefits from the use of land, 
which are not due to any individual’s work or savings. If, before, 
the community was paying the landowner B a rent while getting 
no service that could fairly be regarded as coming from him, now 
it is making payments to hoth A and B, as rent and interest respec- 
tively, and receiving services in return from only one. If, before, 
B the landowner was a pensioner to whom the community gave 
something for nothing, now A has become the pensioner, having 
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bought out B, and is receiving, from the rest of the community, 
something for nothing. For it should be clearly evident that the 
$10,000 paid to B for the land is not a service rendered to C, D, or 
E, who are the persons that have to pay A for the use of the land. 
Yet much of emphasis is commonly directed to the assertion that 
the land-using part of the community ought to pay rent to land- 
owners because these landowners have in many cases paid previous 
landowners for the land and despite the fact that none of the land- 
owners in the series can be said to have rendered any service to 
those from whom they collect rent payment. In other words, it is 
asserted that C, D, and E ought to be obliged to pay A for no 
service rendered by him or by anyone, simply because A previously 
paid $10,000, not to C or D or E, but to B. Is such a doctrine 
good utilitarianism? Is its application good social policy ? 


III. IMPROVEMENTS BY SPECIAL ASSESSMENTS AND THE RIGHT OF 
LANDOWNERS TO A RENTAL RETURN 

Nevertheless, to assert that in practice the landowner, as such, 
never performs any service for which he is entitled to a return in 
payment for the use of his land is going too far. Ili he is entitled 
to nothing else, he is usually entitled to a return on the cost, to him, 
of improvements (such as cutting through and paving streets) 
met by special assessments. These assessments are customarily 
made on all owners of land where a street is to be put through or 
paved, on the theory that they derive a special benefit from the 
improvement, a theory which is generally in accord with the facts. 
It would seem that there is much the same reason for the owners of 
land which is, in effect, improved by such expenditures, to meet 
them as there is for farmers to pay the cost of fencing and manuring 
their own land. 

That the benefit of this street building (as of social growth) 
goes to the landowner as such, and not to the owner of buildings on 
the land, should become apparent when it is realized that a building, 
apart from its situation, can hardly go much above the cost of 
putting up another like it. Suppose two building lots side by side, 
each worth $2,000. On one, a $5,000 house is put. The other 
stands vacant. If the building of a street or the growth of the 
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community makes the combined house and lot worth $9,000, is not 
the added $2,000 an increase in the value of the land? If there is 
no change in the cost of putting up such a house, will not the adjoin- 
ing land (on which an exactly similar house can be built for $5,000, 
to sell, with the lot, for $9,000) immediately come to be worth 
$4,000? A house or other building unwisely located where it can- 
not be used may come to have less value than its cost, by the 
necessary expense of moving it, or, if it is not movable to a desirable 
locality, by an indefinite amount. But a house, as such, can 
hardly increase in value much above its cost of duplication. Analy- 
sis seems to show that the increase inheres in the site. 

If, then, on the basis of this fact, the owner of land is compelled 
to bear the cost, or most of the cost, of the improvements made, 
it seems but reasonable that he should be allowed to enjoy some 
return on his investment in the expense of paving or other improve- 
ment, if any such return is forthcoming. This does not mean that 
he is entitled to secure all the value that results from social growth, 
or, perhaps, any of the value so resulting, but it may mean that he 
should be regarded as the owner of, and is entitled to interest on, the 


difference between what the value of the land in question would be 
to a prospective purchaser by whom the costs of improvement had 
still to be met, and the value to a purchaser after such improvements 
have been made. In short, the investor is entitled to a return— 
if the land can ever be made to yield it—on the expense to him of the 


special assessments. 

It seems clear enough to the writer that a not very excessive 
rate on such expenditures for street-making, etc., will compensate 
owners on the average for any risks that their land may, in certain 
contingencies of population-shifting, yield less than an average 
return on such expenses. If, however, a group of lot-owners take 
steps to have a street cut through long before there is need of it and 
therefore find that a return on this cost cannot for some time be 
had, it does not follow that these owners are entitled to get, out of 
the increased value which later may result from social growth, all the 
interest lost during the interval of waiting. 

That the value of city land usually includes more than can be 
accounted for by the expense of such improvements is evident if 
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we call to mind the value of well-situated land where such local 
improvements have not yet been made. A piece of land in a great 
city, situated where the building of a street was contemplated but 
not begun, might well be less valuable by only about the cost of the 
necessary assessments than if the street were there. Without 
doubt it is sometimes true that improvements such as street con- 
struction start the fashion of living in a given section of a city and 
so bring up the value of sites there by far more than the cost of the 
improvements. But it is also true that the outward pressure of 
population or the building of a railroad or trolley line gives value 
to the unimproved land in the absence of streets, and makes the 
putting through of the streets worth while. In this latter case the 
causal influence runs the opposite way. It is the conditions leading 
to increased value, and the contingent possibility of deriving 
from the land an income previously not obtainable even if improve- 
ments had been made, that give rise to the street-cutting movement. 

Our conclusion seems to be that owners of land are entitled to a 
return on their investments in improvements, such as special 
assessments for cutting streets, in the same sense and to the same 
degree that they are entitled to a return on the cost of building 
houses or factories; that, however, they are no more entitled to a 
socially guaranteed return in the one case than in the other; 
and that there is no reason why they should be allowed more than 
enough, on the basis of such expenditures, to make the expenditures 
worth while. It does not follow that the sums required as special 
assessments or purposely invested by land speculators in street 
building, etc., are not fairly subject to tax in the same way as any 
property is subject to tax, but only that whatever reasons there 
may be for special taxation of land values in general do not apply 
to the part of land values clearly due to such investments. 


IV. OTHER SERVICES OF CITY LANDOWNERS 


Are there any other expenses met or services performed by the 
city landowner which are to be regarded from the viewpoint 
of the land-value-taxation philosophy as entitling him to some 


* Except as the community compels them to make improvements at their expense 
in advance of their own desire to do so. 
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exemptions? Does the landlord, for instance, perform a service 
worthy of a share of economic rent by “managing” the land? Is 
the joint activity of landowners in a given section, in determining 
the class or race of tenants who may live in such a section, or 
attending to other matters of common interest, a service entitling 
them to the enjoyment of rent? Some of this activity or attention 
is needed only when the land is used for residential purposes, and 


perhaps might be given, under some arrangement for a percentage 
consent in favor of new residents, by tenants instead of by land- 
owners as such, or, as is sometimes the case in a limited degree, 
by municipal ordinance. The desired protection of tenants in the 
matter of neighbors is but inadequately given when even two or 
three landlords, by departing from a general understanding, choose, 
for a profit, to admit undesirables as tenants or purchasers. Muni- 
cipal protection might not, in a democratic community, be much 
better, but it probably would not be much worse. At any rate, 
any service of this sort yielded by landowners does not entitle 
them to more than a very small fraction of the annual rent of the 
land. To say that it is worth all the rent in every case is to say 
that it is worth much more in a metropolis than in a small town. 
And to say that all the rent is earned by such service is to say that 
the cost and trouble of rendering the service so offsets the rent 
as to make the value of the land (the amount that a purchaser 
would pay for the future enjoyment of the rent) zero. 

Another view is that the rent of land, instead of being, aside 
from interest or special assessments, altogether an unearned incre- 
ment, is partly a compensation for risk and a stimulus to seek out 
and bring into use desirable locations. In such a view, it might 
be argued that the real estate dealers who develop a new section of a 
city or a city suburb for residential purposes risk getting but an 
inadequate return; or the capital put into improvements may be, if 
the new section proves to be wholly unpopular, entirely lost. Must 
there be a chance for a corresponding gain of the so-called unearned- 
increment variety in order that the improvements desired shall be 
made ?* And if the possibility of surplus gain needs to be kept 
open to the land speculator, must this gain include all the rental 

* Cf. Hadley, Economics (New York: Putnam, 1896), pp. 287-91. 
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value of the land for all future time? Is the fact that a given 
speculator foresaw, earlier than others, the possibility of developing 


certain sites, and thus hastened the flow of business or population 
to them, a reason why later generations of business people or of 
residents, to whom the early bringing into use of the land is no 
advantage, should have to pay him for the privilege of working or 
living on it? Of what service is such earlier development to these 
later generations, that they should have to pay an extra rent for the 
space used, in order to compensate, for an early risk of loss, land- 
owners or the descendants of landowners who took risk by, possibly, 
premature building in a new section? So long as this section is 
now built up and available for business or residence, its having 
been built long before their use of it is probably of no advantage 
to present users. If these present users must pay more in conse- 
quence of such early development, the landowner is presumably 
receiving payment from persons to whom neither he nor his pred- 
ecessors have, as landowners, rendered a corresponding service. 

In the case of inventions and patents, we limit the time during 
which the inventor is to enjoy a special profit on his idea, our phi- 
losophy being—partly, at least—that after a few years the general 
progress of knowledge would be likely to bring the essential idea 
involved to someone else or to several, and that the general public 
or that part of the public using the invention cannot be regarded as 
perpetually indebted to the patentee. May not the discovering of, 
and the calling of the community’s attention to, the value of new 
sites be a service of this limited kind? Can it be supposed that 
the residents of a city would forever, and despite increase of num- 
bers, be indifferent to the advantages of living in “Hillcrest,” 
“Riverview,” ‘Countryside,’ or “Eastville’’? For how many 
generations must the public pay the descendants of, or the pur- 
chasers of land from, those who first emphasized or advertised 
the advantages of these sections for the service of thus advertising 
them? It is, indeed, quite possible that the land speculators who 
first, by their advertising, induced population to move into a new 
section, have sometimes performed a disservice rather than a service, 
by unduly hastening a movement which would have normally come 
somewhat later. 
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Another point sometimes emphasized in the case of patents is 
that a limited period of special profit is enough to induce the inven- 
tion and its exploitation. It is unnecessary, therefore, to make the 
public pay this excess profit forever. May not the same conclusion 
apply in the case of the service of landowners in calling attention 
to the advantages of special sites ? 

Even if we should decide that this particular kind of service was 
of no value and that we did not wish population or business location 
to be affected by the activities of land speculators, and even if, there- 
fore, we allowed no part of the rental value of land to go into 
private hands to pay for such services, there would need to be no fear 
that houses and other structures would not be built. Obviously, a 
certain intensity of demand and willingness to pay rent for houses, 
etc., on the part of tenants, would yield a sufficient average return on 
the cost of building to make investors willing to take the risks of 
building in places where there was reasonable probability of the 
use of the houses, and this without any prospect of realization of 
situation rent as an offset to possibilities of loss. 

While we are on this general topic, one point should be par- 
ticularly emphasized, viz., that foresight, purely as such, deserves 


nothing whatever. The man who, foreseeing a rise in certain land 
values from a probable increase in, or shift of, population, puts him- 
self in a strategic position to profit by it, is not thereby rendering 
any service to those from whom he derives return. Foresight used 
to give a service may earn remuneration. Foresight used to get 
something for nothing seems hardly deserving of any special 
protection. 


V. THE INCREMENT OF LAND VALUES IN RELATION TO THE 
SETTLEMENT OF THE AMERICAN WEST 


The expectation of an increase of land values, considered as an 
inducement to bringing new land into use, has sometimes been 
brought up in connection with the settlement of the West. It has 
been asserted, for example, that the lure of the “unearned incre- 
ment” was instrumental in inducing the settlement of the West." 

tSee J. B. Clark, The Distribution of Wealth (New York: Macmillan, 1899), 
pp. 85-87. 
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It has also been argued, in the same connection, that the 
stimulus to settlement of the West and its earlier settlement 
because of this prospect of an increasing value of the land, benefited 
not only the settlers, but also those who remained East, and that, 
therefore, the unearned increment was “‘diffused’”’ throughout the 
country.' Many have doubtless drawn from this contention the 
conclusion that the descendants of the early settlers in the West 
are clearly entitled to any increase that may have come to the 
value of their land. The argument regarding the diffusion of the 
increment is based upon the belief that the prospect of rising 
land values, by inducing a movement of the labor supply westward 
and its settlement upon the farms, prevented the labor congestion 
in the East, in the cities, and even in the agricultural West from 
being as great as it might otherwise have become. Hence, it can 
be argued, the settlement of the West prevented the marginal 
product of labor from being so small and wages from being so low, 
in the East and elsewhere, as might otherwise have been the 


case. 
But may we not, in some degree, question the conclusion that 


an unearned increment, or any substantial amount of it, was neces- 
sary to get the West settled? After all, relatively few of the settlers 
were fortunate enough to take up land which afterward became 
part of the sites of cities and it is probable that most of them did 
not seriously expect such fortune. May we not conclude that, for 
the most part, they might have been willing, for the possibility of 
enjoying homes where the marginal product of their labor gave 
promise of being high, to go and take up new land even though the 
value of the bare land, as such, could not be expected greatly to 
increase ? 

If not, however, if, on the contrary, the prospect of an increasing 
land value was an essential part of the invitation of the West, then 
the question arises whether settlement was hastened, to the tempo- 
rary economic loss of those who went first and to the later loss 
(through rent payments) of those who followed, and whether a more 
gradual spreading of population westward, when a real need rather 


* Ibid. 
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than an artificial inducement began to operate, would not have 
been economically better." 

As to the question whether the early comers or their descendants 
are entitled to rent compensation for being earliest, because of any 
service that they thus rendered, we must bear in mind that any 
such compensation, under our present land system, does not come 
from those easterners whose wages are conceivably higher because 
of the drawing off of surplus population to the West. Nor will it 
probably come, for the most part, from wage-earners in the West 
whose wages have been made higher by the movement to the 
land as stimulated by the prospect of securing a profit from its 
appreciation. Under the present land system, the rental compensa- 
tion to the western landowners comes from people living in the 
West, and mostly from people who came a little too late to get 
land for themselves, or, in some cases, from people who had other 
ambitions. It is these people whose coming and whose demand 
for the use of the land bid up land rents. To them, as persons 
who have come to be inhabitants of the West, any artificially 
induced scarcity of labor in the East is no longer—if, perchance, it 
once was—an advantage. Their wages are not higher, but lower, 
in the long run, than if the West were less completely settled. For 
the marginal product of western labor is presumably less. The old 
alternative of taking up new and good land is gone. Of course, so 
long as there was still other new and good land to be had, even 
western wages must have been kept up by the rush of labor to this 
land, but this would not continue to be the case as the land filled up 
and as the available free land became progressively poorer.? 

In what sense, then, and how far, were the benefits of rising 
land values diffused? Was it in such a sense that the descendants 


* Since this article went to press, Professor H. J. Davenport’s article entitled 
“Theoretical Issues in the Single Tax” has appeared in the March (1917) number of 
the American Economic Review. Some of the points which I have here tried to make I 
find already stated in Professor Davenport’s article, along with points which had not 
occurred to me. On the matter of settlement of the West, I would refer especially 
to pp. 22-26, inclusive, of his article. 

2 Furthermore, the consequent inflow of new labor from the East and of immigrant 
labor into both East and West tended, by rapidly filling any vacuum, to prevent any 
considerable realization of such a gain in wages. 
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of those who did not take up land must, in justice, pay the descend- 
ants of those who did, for the privilege of living and working on it ? 
Are the descendants of those who did not acquire the land to be 
regarded as having so gained from the possibly slightly larger labor 
incomes of their grandfathers, or to have so lent their moral sanction 
to the system, as to be under obligation not to change it, even where 
cities have grown up and have made land which was worth its hun- 
dreds of dollars now worth millions? Is it their social duty to go on 
paying indefinitely for the use of land which would be equally avail- 
able and which would be about equally desirable if any individual 
owner to whom or to whose descendants the payments for its use 
are made had never lived? Or can society in general be regarded 
as having ever even impliedly pledged itself that the increase in 
land values resulting from social growth should go entirely to 
individuals and should not be subject to any considerable taxation 


by states or cities ? 

Is it not, indeed, clear that we are very definitely maintaining a 
land system which makes part of the public pay large sums annually 
to the rest of the public for no service that the recipients of these 


sums, or their ancestors, or any other landowners as such have ever 
rendered to the persons from whom their rental incomes are 
derived? Why are those who thus pay without getting, under an 
obligation to maintain the system and to continue paying through 
all future time? Must countless generations of the disinherited 
be held under obligation to pay for a somewhat problematical 
“diffusion” benefiting some of their ancestors, a diffusion from 
which most of the descendants of those who may thus have some- 
what benefited have very likely realized nothing whatever? We 
do not allow the creditors of a father to require payment for the 
father’s debts from the labor income of a son, however much the 
father may have gained—in his lifetime—by his borrowing, nor do 
we insist on “compensation”’ to a creditor who is therefore unable 
to recover. We adhere to this policy because we do not consider 
it socially desirable to make one class partially the slaves of another 
class, to compel them to spend part of their time working for that 
other class without return from the latter, even though the latter 
class may conceivably have rendered a real service to the ancestors 
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of the class that pays. May it not be as much contrary to good 
public policy to recognize any implied contract by which, as an 
offset to the possibly temporarily larger incomes of one class, the 
descendants of that class have to pay others for the use of the 
earth? Is not the recognition of any such implied contract 
equivalent to recognizing the right of men to sell their children or 
their grandchildren into slavery? We would not recognize the 
latter right, in our society, directly and avowedly, even if the 
children were sold to get food to save their lives. Must we recog- 
nize the former? It is true that, in the case of land rent, we 
associate the payment made with a material thing, the land, but 
are we not, nevertheless, in essence, dealing with a payment for 
which no service is rendered ?' 

It is one thing to discuss glibly the 
of the unearned increment, and its consequent moral justification. 
It is another, a more difficult, and a more important thing to inquire 
carefully whether the persons who actually pay, in rent of land, this 
increment to the classes that enjoy it, are among those to whom its 
benefits are “diffused.”” Can we justify a system which compels 
A to pay B for the use of something which does not represent a 
service by B, merely by pointing out that B’s chance of getting this 
unearned income so affected his economic choices as to bring an 
incidental benefit to C? Yet that is what the “diffusion”’ argu- 
ment apparently amounts to. So far as the early settlers laid 
out roads and streets by special taxes on their land, the cost of these 
improvements enters into the value on which these settlers are 
clearly entitled to a return. They are entitled to a return because 


“c 


diffusion”’’ of the benefits 


t Let no one conclude that our argument tells equally against all inheritance on 
the ground that those who pay interest for the use of capital accumulated by previous 
generations are paying for a service to persons who did not contribute that service. 
For it well may be (though the writer does not so assert), in the case of inheritance 
of capital produced by human labor, that the prospect of descendants’ reaping return 
from it is a condition without which, in great part, it would not be saved. If so, the 
interest is paid for a service which, except for the prospect of interest payment to 
descendants, might never have been rendered; it is paid for the use of capital which, 
except for expectation of reward to descendants, might never have been added to 
society’s equipment. There seems to be no corresponding reason to believe that to 
keep the major part of ground rent from going into the pockets of individuals would 
decrease the amount either of land or of any other capital. 
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the land is better by so much, because here a real service has been 
rendered. But merely being among the first to settle in a territory 
is not such a service. 

If it is said that the western homesteaders sometimes had to 
fight the Indians, it can also be said that they frequently and 
largely received protection from the United States army paid for out 
of the general tax fund; and it may well be that men who served in 
the army and gave such protection, or men who contributed in 
taxes to maintain it, afterward came to have to pay, for the use of 
land, persons so protected. It is to be questioned whether any 
service of the pioneers, still less of the droves of later settlers, who 
followed them while the land was still cheap, was so important 
and far-reaching that their descendants can be held to have acquired 
a right to receive tribute for all future time because of this service, 
and that the millions of dollars of situation rent in the cities of 
Chicago, St. Louis, Denver, Los Angeles, and San Francisco really 
all represent legitimate payment from later comers and their 
descendants for the equivalent services to these later comers and 
their descendants, of those who chose to come first. Surely, one 
who holds this needs take but a short step farther to prove that the 
whole idea of the unearned increment is a myth, or the product 
of diseased imagination, and that, really, anything that anyone 
gets is earned by equivalent service to the one who pays it. 


VI. OWNERSHIP OF LAND BY SMALL FAMILY GROUPS VERSUS 
INCREASING POPULATION IN OTHER GROUPS 

A special phase of the land problem arises in connection with the 
rights of small holders of land whose land has been handed down 
to them by ancestors who have deliberately, when population was 
increasing, kept their own families small, and who have hoped, thus, 
to bequeath to their children a sufficiency of land for the latter’s 
use. We may advantageously approach this problem by consider- 
ing a related one—that of immigration. There seems to be a 
growing opinion that a highly civilized and prosperous country 
having a low birth-rate may properly protect its standards of living 
and of wages by excluding from its shores the teeming millions of 
more prolific races whose multiplication reduces them to poverty 
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at home and whose invasions of other and happier lands tends to 
make such poverty world-wide. To let them enter may only make 
room for new millions in their native country, relieve the poverty 
of that country but slightly, and add to it the poverty, due to immi- 
gration, of the low birth-rate country. Yet the latter country, 
if it practices exclusion, is maintaining a monopoly of its land for 
its relatively sparse population, and is shutting out from any pos- 
sible use of this land the millions who fain would come. 

What now of the thousands of families in a country who have 
each enough land for the most efficient application of their own 
labor and for comfortable subsistence and who, by limitation of 
offspring, are preventing the undue subdivision of such land 
into small plots—who are doing their share in keeping up the 
general level of comfort by trying to prevent too great an increase 
of population in relation to available land? If the rest of the 
nation multiplies quite without regard to natural resources or land 
space and so forces down the margin of labor production, does 
society’s right to land space justify redividing the land equally, 
thus directly depriving the families which have kept down their 
number of the standard of comfort which would naturally result 
from their low birth-rate? Or does this right of society justify a 
system of taxation of rental values which indirectly accomplishes 
the same result? For it should be clear that if the land so held 
by individual families comes to be more valuable, not by virtue 
of its yielding more, but solely because pressure of population 
increases the demand for it, then to take the greater annual value in 
taxation will leave less to the owners than before. To express 
differently the same thought: if the policy of state appropriation of 
land rent is consistently applied, so that individuals get only the 
earnings of their other capital and the wages of their labor (em- 
ployed or self-directed), then an increase of population which lowers 
the marginal product of labor will not only enable the state to 
collect more than previously from individual landowners, but will 
leave less to them as individuals and families than before. Such an 
increase of population will leave less than before even to those 
families which are in no way responsible for the population increase 
from which flows their new family poverty. For this reason—viz., 
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because it would remove a stimulus to desirable limitation of off- 
spring, because it would penalize the far-seeing, because it would 
give to families whose ideals tend toward universal misery the 
inheritance of those families whose ideals, if generally adhered to, 
would bring universal plenty—such appropriation of all rental 
values of land might not be a desirable social policy. Part of the 
rental value of land, even of agricultural land held by actual 
cultivators, may, perhaps, fairly be taken, but not all. 

To illustrate the principle involved, suppose a piece of land 
capable of supporting a man and his family, a piece of land just 
large enough to utilize one man’s time to the best advantage. 
Further labor than he could give would then be attended with 
diminishing returns. To make the illustration quantitative, we 
will assume that on this land the labor of one man will produce 
500 units (e.g., bushels of wheat), of two men, goo, of three, 1,200. 
If, at the start, the land is marginal, the occupant and owner will 
enjoy 500 units of labor income. If population increased to such a 
point as to force wages for this grade of labor to 300 or less, he could 
afford to hire, perhaps, two other men, since the second would add 
just 300 to the product; he would therefore pay 600 in wages to the 
two men, would receive 300 in labor income for himself, and would 
have 300 left as rent... The owner’s total income would then be 
600. We could take 100 of this in taxation and still leave the 
owner’s combined rent and labor income at 500 which he was 
getting as a labor income, with no more total effort, before. But if 
we take all of the rent in taxation, we leave him only his 300 labor 
income, which is not much over half of his previous income; and 
we have subjected him to deprivation through an increase in popu- 
lation for which he was not responsible and which was clearly 
undesirable from the point of view of general welfare. 

However, in practice the increase of land values is usually in 
large part an increase in the value of special sections of land which 
growth of population causes to become more advantageously situ- 
ated in one or more ways. As the country grows, certain places 
come to have new and special advantages as market centers, as 
ports, etc., and thus acquire an increased rental value not dependent 


* For simplicity we are eliminating income on other capital from consideration. 
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on a lowering of the margin of production. Increase of population 
in a fertile, unsettled plain, containing a great deal of land of 
approximately the same fertility, might not for many years lower 
the marginal product of labor. To be sure, the later settlers might 
have to go farther, but the more distant points would be no more 
isolated than the first-taken land was at an earlier date, and the 
extension of roads and railroads might make them less so. Rent 
would rise, not because the margin has become lower, but because 
the situation of a part of the land relatively to markets, popula- 
tion centers, etc., has become better. Still more clearly does 
this fact stand out when at some point on the plain a city develops, 
called into existence by the increasing number of those whom its 
merchants, artisans, etc., can effectively serve. Its growth is, 
possibly, an advantage even to the owners of marginal land, but 
confers a special advantage on those whose near-by location enables 
them to reap exceptional profit from supplying the city needs as to 
produce. The growth of the city confers a still greater advantage 
on those whose land comes to have value for distinctly urban uses. 
The occasional settler who or whose descendant finds that his land 
is in the center of a thriving city may become a millionaire as a 
consequence of conditions to which his own contribution was negli- 
gible if anything at all. In this case and, in general, in a country 
like the United States, land rent has probably grown much more 
largely by the increase of the possibilities of special, often supra- 
marginal, land, thus creating a differential between it and marginal 
land, than by forcing cultivation to a lower margin. In short, 
any desire that we may feel to protect small landholders who limit 
their families from being made to suffer through the general 
increase of population, need not prevent us from taking, in taxation, 
most of the rental value of land, and nearly all of the rental value 
flowing from its situation of city land. 


VII. THE BEARING OF THE FACT THAT THERE ARE OTHER UNEARNED 
INCREMENTS NOT ESPECIALLY ASSOCIATED WITH LAND 


It has sometimes been pointed out, by way of objection to the 
single-tax proposal, that land rent is not the only income which is 
of the nature of an unearned differential. Sometimes the incomes 
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of genius in excess of what persons of ordinary ability can secure are 
presented as an analogous case. Whatever may be, in some 
respects, the degree of likeness, the two cases certainly are not alike 
in all respects. Thus, it may not be equally possible to tax largely 
and successfully the incomes resulting from the exercise of genius, as 
to tax land rent, for, in the case of the large incomes of the excep- 
tionally gifted, the attempt to tax them heavily might conceivably 
discourage effort and cause the former recipients of these incomes 
to be satisfied with smaller—and, therefore, untaxed—returns. 
Taxation of the rental value of land, however, if based upon such 
general considerations as the evident yield of neighboring sites 
and the apparent market value of the land to be taxed, i.e., if the 
tax is not made larger because an efficient producer or business man 
gets more from his land than others could get, would probably in no 
wise affect the owner’s choice of uses for the land or his intensity of 
use of it or the efficiency of his use of it. Having a tax to pay 
which was independent of his efficiency, he would be just as eager 
to earn the maximum income out of which to pay the tax as he 
would be to earn the maximum income if he were not taxed. 
Again, even if there are—as there may be—other increments 
than situation rent which are equally unearned, it does not follow 
that the heavier taxation of land values should be deferred until such 
time as a general agreement is reached regarding such other incre- 
ments. It may suit the views of reactionaries to have us use the 
claim that many and complicated reforms are needed, as a reason 
for delaying one, the justice and desirability of which are reasonably 
evident, but that kind of attitude should scarcely suit anybody else. 


VIII. THE TAXATION OF FUTURE INCREMENTS OF VALUE 


Hesitating to accept the more radical proposal of Henry George 
in favor of sweeping into the public treasuries situation rent both 
new and old, some writers have contented themselves with advocat- 
ing the public taxation and use of future increases in the rental 
value of land." This advocacy, they seem to have felt, frees them 


t See, for example, Taussig, Principles of Economics (New York: Macmillan, 1912), 
II, to2. This scheme was suggested by John Stuart Mill in the middle of the last 
century. 
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from the necessity of urging anything that looks like confiscation. 
But there are reasons for thinking that if the more radical proposal 
involves confiscation, the other does also, though it may be less in 
degree; and it is doubtful if the more moderate plan can be suc- 
cessfully defended without raising a presumption that the more 
far-reaching scheme has also something in its favor. 

To the proposal that only future increases in rental value be 
taken by the state, it has been answered that to take future increases 
without compensating landowners in the case of future decreases in 
the value of their land unfairly deprives them of the chance of gain 
while still leaving them the risk of loss. In the words of F. A. Walker, 
“the game of ‘heads I win, tails you lose’ is not one in which the 
state can, in fairness and decency, play a part.’* If one believes 
that the present rental yield of land, as well as future increases of 
this yield, should not go to the private owner, this contention will 
not disturb him. Otherwise it may seem to be convincing. 

There still remains the argument, however, that, in a growing 
country increases are frequent and decreases seldom and that, there- 
fore, no large injustice would be done by the scheme. But what if 
the opposition contends, as it plausibly may, that the present 
owners of land have, in many cases, bought it at prices which they 
were willing to pay only because of the prospect of future increases ? 
The opposition may contend, in other words, that expected future 
yields have been discounted into the present price of the land, and 
that, therefore, to tax heavily these future yields will deprive such 
purchasers of an income they paid to receive, and will depreciate 
the value of their land below the price at which they bought it. 
Some increases, to be sure, may come as unforeseen luck, but many 
must be, at least in part, anticipated. Is a tax on such increases 
any less “confiscation,” so far as the capitalized value of land is 
concerned, than would be a moderate increase in tax which would 
take away a part of the constant annual rent of a piece of land bought 
with no expectation of a rise, but bought in the belief that its owner 
would be left undisturbed in the enjoyment of the entire rent ? 

Without now pursuing this comparison further, we may note 
that a doctrine according to which the public has no right to take 

* Political Economy, Advanced Course (New York: Holt, 1887), pp. 416, 417. 
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by taxation future increases in land values, increases not earned by 
any service rendered by the landowners, must, logically, be opposed 
to other governmental policies of which most of us are in favor. 
Such a doctrine would mean, for instance, that the purchaser of 
stock in a company which contemplated—or the purchaser of 
whose stock foresaw the likelihood of its undertaking—-selling out to, 
or becoming part of, a monopoly and so securing monopoly profits, 
since such purchaser paid more for his stock because of this expecta- 
tion, must be allowed to enjoy these monopoly profits, or, if they 
are taken away from him, must be compensated. Has the purchaser 
of stock under circumstances of this kind any such claim even if the 


policy of limiting monopoly profits is one which was not previously 


in force but was adopted after he purchased the stock ? 


IX. LAND-VALUE TAXATION IN RELATION TO THE THEORY OF 
VESTED RIGHTS 

The principal objection actually felt, if not the one chiefly 
emphasized by opponents of land-value taxation, is an objection 
based upon respect for vested rights, viz., that such a scheme of 
taxation would take away from the owners of land a large part of the 
capitalized value of their property by making it impossible for 
them to enjoy from it the expected future income. If a piece of 
land yielding $1,000 per year is valued on a 5 per cent basis, its 
selling price would be $20,000. To take $200 a year would mean, 
since a tax on land rent cannot be shifted, that the selling price of 
the land must fall to $16,000. Hence, it is said, since such taxation 
takes from the owner a fifth of the value of his property, it is con- 
fiscation and a denial of vested rights.* Of course what we definitely 
take is a fifth of the yearly income, but since the value is dependent 
upon the income, the establishment of such a tax as a permanent 
part of the tax system in effect takes one-fifth of the capital. But 
how is it if through indirect taxation we take $100 a year from the 
family of a workingman whose annual income is $500? If the 
man’s expectation of life is thirty years, would not the capitalized 

* Even Professor H. J. Davenport, though otherwise favorably inclined toward 


land-value taxation, seems to hold this view. See his article in the American Eco- 
nomic Review, March, 1917, pp. 7 and 8. 
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value of his income be well in the thousands of dollars, supposing it 
to besalable? And would not this capitalized value be reduced one- 
fifth by a tax of $100 per year if such a tax were adopted as a perma- 
nent part of the tax system? To be sure, workmen are not in the 
habit of thus capitalizing and selling the right to their future in- 
comes, but is the injury to them from a tax any the less for that, 
or the fundamental nature of the problem essentially different ? 
If a need of increased revenues were thus met, there might be 
sympathy expressed for the working classes and objection to the 
tax as an undue hardship upon them, but the word “confiscation” 
or the expression “‘ vested rights”’ probably would not be used. No 
complaint would be made that the fundamental rights of property 
were being invaded or that society had violated any implied pledge. 

It seems to be this last notion, that of an implied pledge or sanc- 
tion given by society, which makes many thinkers regard so askance 
any proposal for radical changes. We must not take rent in taxa- 
tion because the enjoyment of it is a vested right. ‘“‘Society”’ has 
allowed individuals to appropriate nearly all of rent in the past and 
various persons have bought land, relying upon the continuance 
of the system. Hence the private enjoyment of land rent must 
always be allowed unless compensation is paid by the dispossessed 
to the possessors. 

If we are perfectly frank in our adoption of this vested-rights 
argument as a reason for refusing to take from those enjoying them 
incomes not earned by service given to those who pay them, we 
shall have to admit very frankly that several types of income 
ordinarily objected to by economists must be continued indefinitely. 
Thus, in consistency, we must protest against any regulation of 
monopoly which will do away with the monopoly prices on which 
any monopolists had counted, and particularly so if the monopolist 
has bought stock at a higher price because of the expectation of 
monopoly profit. ‘‘Society”’ has permitted this profit in the past, 
has lent its “‘sanction”’ to it, has allowed people to buy stock in the 
expectation of realizing an exceptional profit. May society, there- 
fore, by its regulations cut down this profit? Must it not pay the 
monopoly prices indefinitely or else compensate the monopolists by 
paying them in advance the capitalized value of their expected 
future monopoly profits ? 
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So, again, if we would be perfectly consistent, we must not 
remove the protective tariff on goods when those who have in- 
vested in the companies producing such goods have paid more for 
their stock than they would otherwise, in the expectation of deriving 
protected profits. In other words, since, largely through the influ- 
ence of those engaged in protected industries, the policy of protection 
has been maintained for a limited number of years, society at large 
owes such industries a continuance of favor. In other words—for 
this is the inescapable implication—those who wish to consume 
the protected goods may properly be required to pay for these goods 
an excess price, a price above the real value of the service given. 
In this view of the case, the taxed class, being part of society, has 
some sort of responsibility for what society has done, even for what 
the class that profits by protection has influenced society to do, and 
has no right suddenly to refuse longer to pay tribute to the pro- 


tected class. 
The foregoing is a view which the writer cannot bring himself to 
accept. Society is under no obligation nor is any class in society 


under an obligation to pay tribute to any person or group of persons 
for all future time. Still less is a class which, while another class has 
controlled government, has been exploited. under obligation to con- 
tinue to let itself be exploited if and when it is able to get into the 
saddle. Society as such has given no pledge, and is not in a position 
to give a pledge, that its policy will not change. Those who buy 
stock in a monopoly or invest their money in a protected industry 
must be held to have done so, not under any guaranty of perma- 
nence, but at their own risk, knowing it to be the right of the 
rest of society to cease paying the excess prices and adopt a new 
policy at any time. 

How does the matter stand in the case of land values? Is it 
correct to think of land-value taxation primarily as a system of 
taxation that infringes on vested rights by taking something away 
from landowners? Is it not more enlightening to call to mind that, 
indeed, the rest of society is continually (weekly, monthly, or annu- 
ally) paying tribute to the owners of land, tribute for which neither 
these owners nor any previous owners as such have ever rendered 
a return to those who thus pay them? When we say that for 
the public to take in taxation most of the rental value of land 
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would be to confiscate the “property” of those who had previ- 
ously enjoyed this rent, do we not express the fact the wrong way 
about? Would it not be nearer the truth to say that the rest 
of society simply refuses longer to have its earnings confiscated 
by the landowning class? Does the situation value of land, the 
value apart from improvements, represent anything else but the 
estimate, in a present valuation, of the future tribute, the future 
payments without corresponding services, which the owners are 
in a position to get from others? Are not the masses paying a 
perpetual tax to the owners of land for the privilege of living upon, 
and making use of, sites which were neither produced nor rendered 
valuable by the owners? Suppose the masses who are thus paying 
tribute without receiving either labor services or more capital 
equipment for production than would otherwise be available, or 
indeed anything else worth the price, simply decide to stop paying 
this tribute! Would their doing this be confiscatory ? And must 
they, if they are to cease paying, compensate the landowners by 
giving to the latter interest-bearing bonds worth as much as the 
land, and payable finally, as to interest and principal, by the same 
persons who now pay rent? Is this not equivalent to saying, not 
only that those who are slaves in the sense that they devote much 
of their labor to the support of a parasitic class cannot be freed 
without provision for compensating the parasitic class, but also 
that the compensation must be provided by the slaves? Could 
we reasonably expect the slaves, once they were in the saddle 
politically and thoroughly understood the matter, to take this 
view of it ? 

But there may be some who will insist that the whole of society 
is responsible for the present land system and not merely those who 
suffer by it, and that all, including landowners, may properly be 
taxed to secure a landowners’ compensation fund. To such persons 
we may point out that landowners would be no more discriminated 
against and no more injured, in practice, by gradually increasing 
the percentage of land rent taken in taxation and by not giving 
compensation than by taxing them with the rest of society to secure 
the means for their compensation. It is only required that the 
transition to the higher tax rate should be spread over a sufficient 
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number of years for the end in view. One who objects to this plan 
on grounds of principle must, it would appear, believe that the 
tribute-renderers are under a moral obligation to buy themselves 
free from the rendering of tribute; and that responsibility for 
existing institutions such as that of private property in land does 
not rest with the class which profits by such institutions, which 
has striven to strengthen them and which fights their abolition, 
nor yel with the whole of society, including the class which profits by 
them, but solely with the class which is exploited by such institutions. 
Is this a view of responsibility and of social ethics which economists 
can afford to support ? 

As an analogy to the payment of tribute for the use of land to 


persons who are in no way responsible for its existence, let us 


suppose that an ancient king or a small ruling caste has somewhere 
given to a favorite or to someone of political influence the negotiable 
privilege of collecting each year a certain amount of the taxes and 
turning them to his own use. The favorite later sells his “right” 
to another for a large sum of money which that other had honestly 
earned by hard and faithful work at a useful task. Some time after 
this second arrangement is made, the taxed class overthrows the 
power of the king or aristocracy and establishes itself in power. 
Must this class go on contributing the tax because the would-be 
recipient paid to get it, notwithstanding he paid nothing to those 
whom he now expects to pay him? And if they refuse, using the 
money in question instead as part of their general tax fund for 
common purposes, are they guilty of an immoral act? Must not 
the would-be collector of tax money be assumed to have made his 
purchase subject to the condition that society could in its own 
good time make such changes as its members might see fit? And 
if the remainder of society came to believe that, in the long run, tke 
greatest good to the greatest number would be attained by establishing 
a system in which, in general, each should profit according as he 
served, and in which, except as some special social reason justified 
the apparent exception, no one might receive tribute from those he 
did not serve, would not society have a moral right to establish such 
a system ? 
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X. A FEW ADDITIONAL CONSIDERATIONS 


The truth is that few of those who advocate large taxation of 
land values, even of the single-taxers, urge any but a gradual 
change in the rate of taxation of land. A sudden break with the 
past—a break in the continuity of economic development—such 
as might, in the view that makes “society’’ responsible for all the 
past, be grossly unfair to landowners, is not sought for. Nor, if it 
were, would there be any serious likelihood of its coming. Though 
we may work for the change with ardor, it will come through com- 
promises and little by little and, probably, through local action. 

Even if, here and there, a town or city increases rapidly the 
amount of tax it puts upon land, this may not, while the new sys- 
tem is not general, cause very considerable loss to landlords. For 
it will be likely to mean that in those cities businesses and indi- 
viduals are relieved of other taxation which elsewhere they have to 
meet, and the policy will, therefore, probably cause these towns to 
be more rapidly settled and land rents in them to go up.’ This is a 
result which would not be brought about if the equally rapid increase 
of land-value taxation in other places kept the balance.? 

Furthermore, even if the tax were generally applied, no great 
loss would fall on small landowners who have improved their land 
and who themselves live on it, persons who own their own homes 
and little else, since to them it makes no difference whether the 
principal tax is on buildings or on land. But to persons owning 
land and buildings which are used by others or for the production 
of goods to be sold to others, it may make a considerable difference, 
since the tax on land clearly cannot be shifted (if general), while 
the tax on buildings very possibly can be, at least to some extent.‘ 


* Suggested by Professor H. J. Davenport’s Exercises, printed to be used with his 
Economics of Enterprise. Cf. pp. 28 and 29 of Professor Davenport’s article just 
published in the March number of the American Economic Review. 

2 Someone may raise the theoretical objection to a purely /ocal application of any- 
thing approaching the single tax and the local use of the funds derived from it, that such 
a policy gives to marginal labor in the town adopting it a benefit more than equal to 
its contribution and therefore induces labor to come to such a city when otherwise it 
would stay away, and, by inducing surplus labor to come, brings diminution of the 
product of this particular labor. 

3 Cf. Henry George, Progress and Poverty, Book IX, chap. iii. 

4 On this point the writer hopes to say more in a book sometime to be published 
dealing with Distribution and Secial Policy. 
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In truth, when all is said regarding confiscation, we must 
recall that government cannot possibly raise revenue without taking 
something from somebody. And if we have to choose between 
taking an unearned income already being collected by part of us 
from the rest of us, or allowing part of us to enjoy such an unearned 
income and taking something more, in taxes for common purposes, 
from the rest of us, the choice should not be difficult. 

Nor should we be turned back by the contention that the pro- 
posal so to raise much or most of the public revenues, at least for 
local purposes, does not conform to the ability theory of taxation. 
It has never been established that taxation ought to be in propor- 
tion to ability. Taxation ought to be arranged with a view to 
societal welfare, and this may or may not mean that it should be 
in proportion to ability. Societal welfare may be better furthered, 
for instance, by preventing exploitation and the consequent receipt 
of unearned income, than by mathematical precision in apportioning 
taxes to total income of all sorts. 

Finally, high taxation of land values cannot be discredited by 
referring to its propaganda as an outgrowth of doctrines of “natural 
rights’’ while at the same time unconsciously appealing to what 
seem to be assumed “natural rights of property.”’ On the whole, 
the supporters of high land-value taxation seem to have been as 
consistent as their opponents in making their appeal to utilitarian- 
ism. 

XI. SUMMARY 

At the beginning of this paper the attempt was made to dis- 
tinguish briefly between rent of land and interest on other capital. 
The situation rent of land we found to he an absolute amount, not 
determined by the value of the land or by its cost of production, 
but an essential element in the determination of the value of the 
land. The value of reproducible capital, however, was found to be 
directly determined, in large part, by cost of production, analyzable 
into alternative returns of the productive factors used. The pro- 
ductivity of capital appeared to be an important influence, perhaps 
the most important direct-acting influence, fixing the rate of 
interest. It further appeared that the interest on capital, when this 
capital is produced and saved by effort and waiting respectively, and 
when it is used in socially desirable ways, is earned. The interest 
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is earned in the sense that the effort and waiting done by the pro- 
ducer and saver of the capital secure for the community as much of 
wealth as the capitalist receives in interest. On the other hand, 
the situation rent of land appeared to be a payment for benefits due 
to natural conditions or to social growth and not for services 
brought into existence by the owner of the land. Thus, the rest of 
the community is perpetually under taxation to support a class of 
landowners from whom, as such, no equivalent return is received. 
The landowner who has bought his land, though he has given an 
equivalent for it in value of something else, nevertheless cannot be 
said to give a service to those from whom he derives rent, which 
would not equally have been available had neither he nor any other 
landowner ever lived. Hence the private receipt of rent violates 
the utilitarian principle that each should receive remuneration or 
income only in proportion to service rendered to those by whom the 
remuneration or income is paid. 

Int the course of our study, however, it became necessary to 
make certain qualifications and to meet certain criticisms. The 
rent of land is clearly not allan unearned income. Part of it is inter- 
est on the cost of street-cutting, paving, etc., usually met in whole 
or in part by special assessments on owners of contiguous land. 
Since these owners of land chiefly benefit through a resultant in- 
crease in the rental and salable value of their land, it seems just 
that they should bear special assessments. But the justification 
of their having to pay these special assessments depends upon their 
being allowed to receive, in higher rental value of their land, a 
return on the cost of the assessments. Various alleged services of 
city landowners, such as exercising control over the class of tenants 
in any locality, or seeking out, developing, and advertising new 
sites, were next considered. The first did not seem to be a service 
for which we are necessarily dependent on landowners or, in any 
case, a service so costly to them in effort as to justify very much of 
rent. The seeking and advertising of new sites and bringing them 
into use at an earlier date than their advantages would otherwise 
be realized may sometimes be a service to the present generation, 
but is not clearly a service to later generations who would eventu- 
ally, with growth of population, have taken up this land anyway. 
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Hence, if this is a service justifying rent payment, it can justify 
such payment only for a limited time. It is like the service of an 
inventor who gives us, somewhat sooner than we might else have it, 
the benefit of a new idea in mechanics, and to whom we give a 
definitely terminable right to receive royalties. So, also, we were 
unable to conclude that the early settlers in the American West 
had rendered any such economic service as to entitle their descend- 
ants and successors to receive rent for all future time from the 
descendants of later comers. For there seemed no clear indication 
that any benefit was received or is being received by the later 
comers or their descendants, from either the present or the former 
owners of the land. If the “benefit” of rising land values was 
“diffused”’ in any sense, the diffusion was not clearly to those of the 
present generation who now have to pay rent to use the land. They 
may well regard themselves, if they choose to recognize the author- 
ity in the matter of those who did it, as “‘sold out” by a previous 
generation. 

Nevertheless, we concluded that increased value of land resulting 
from increasing population which forced down the margin of pro- 
duction ought not to be made an excuse for so taxing land rent as 
to leave with smaller incomes than before families which, to avoid 
overcrowding their own land, had refrained from rapid multiplica- 
tion. The increase of those whose habits or ideals would eventually 
tend toward general misery ought not to result in so reducing the 
available space for cultivation or in so increasing the tax on the 
land owned as to reduce greatly the incomes of a non-parasitic 
class with ideals of a different sort. This last consideration, 
however, seemed to tell with but little force against the high taxa- 
tion of city land, since the value of such land was due mainly to 
increase of its special advantages rather than to a lowering of the 
grade of land at the margin of production. 

The argument that taxation of land values should not be much 
emphasized because there are other differential and unearned 
incomes, we concluded has little force. If there are other ‘incomes 
of an analogous sort, the possibilities of taking them in taxation and 
the social utility of taking them should be separately considered. 
And in the meanwhile, the possibility of there being other unearned 
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incomes is no more an adequate objection to taxing a kind of 
incomes we know to be unearned, than is the possibility of there 
being gentler ways of stealing, a reason why we should allow 
highway robbery to go on until we have reached an agreement about 
the proper way to deal with all forms of dishonesty. Let us not be 
too afraid of a transition period when we may somewhat dis- 
criminate between different sorts of unearned incomes. 

To avoid the objection of infringement on “vested rights,”’ some 
advocates of land-value taxation have proposed that only future 
increases in the value of land should be specially taxed. But this 
proposal seems to ignore the fact that purchasers often pay a higher 
price for land in the expectation of these very future increases. 
How then, can special taxation of these increases be anything else 
than an infringement of ‘‘vested rights’? In truth, however, too 
great a respect for the ‘“‘vested rights” of individuals comes peril- 
ously near to meaning no rights for society. It might be inter- 
preted to mean that society could never modify any policy in the 
expectation of the continuance of which individuals had acted, 
without giving compensation. It might be interpreted to mean 
that when we undertake to regulate monopoly price, we must 
compensate the purchasers of monopoly stock, and that when we 
choose to remove tariff protection we must compensate holders of 
the stock of protected industries. If society is not bound to do 
these things, neither is it bound to go on, through all future time, 
paying landowners for services which not they but nature and 
society render. It may be desirable—as it is certainly altogether 
likely—that any great change shall be made gradually, but that 
society, or the non-landowning part of society, because it has paid 
in the past for no service received, must either go on doing so for- 
ever or must buy itself free is a doctrine which even those who favor 
it prefer not to state, and doubtless will not now state, in all its 


bareness. 
HARRY GUNNISON BROWN 
UNIVERSITY OF MISSOURI 





SOUTH AMERICA AND THE WAR 


Unparalleled trade conditions arising from war-time demands 
in Europe might well create the impression that neutral countries 
everywhere have been growing rich at the expense of the belligerents. 
The United States, for example, with its war orders, made a record 
in 1916 far above what any other country ever has reached, with 
a total foreign trade of about $7,800,000,000; or a billion dollars 
ahead of the previous high figure set by British trade in 1913. 
Among other neutrals profiting in a similar way the Scandinavian 
countries are perhaps the most conspicuous. Thus the heavy 
traffic handled by Norway, along with high rates, has given the 
shipping interests of that country great profits. Not a few of the 
companies are reported to be paying dividends of 40 and 50 per 
cent, while in some cases earnings of ships have repaid the purchase 
price in the first two or three voyages. 

A different condition, however, has prevailed in South America, 
which singularly enough is the only neutral continent left.. When 
the war began, several of the republics were wholly unprepared to 
meet the resulting upset in commercial and financial relations. More 
than that, they all were in no position to profit quickly from war- 
time trade; and, as a result, these differences between South 
America and neutrals in other parts of the world made the war 
well-nigh a calamity to most of the continent. 

In general, it may be said that all sections were suddenly con- 
fronted by acute crises, as indicated by the declaration of moratoria 
both on domestic and on international obligations. From the 
depth of the depression recovery has been slow and in most sections 
is not yet complete, owing to the many ways in which the war 
touched their interests adversely. 

One of the first effects of the war was the interruption of oceanic 
communication between South American and European ports be- 
cause of the internment of German merchantmen, the operations 
of commerce-raiders, the unusual demands on shipping created by 


* This was written before Brazil severed diplomatic relations with Germany. 
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governmental requisitioning of vessels, and the greater advantages 
offered for engaging in traffic in other parts of the world. It has 
been estimated, for instance, that within the first year of the war 
about one-fourth of the world’s merchant shipping was out of the 
market for handling peaceful traffic. This decrease apparently bore 
somewhat more heavily on South American commerce than on traf- 
fic originating closer to the European markets, with the result that 
cargoes were far more numerous than were ships to transport them. 
Shortage of ships and the war risks which had to be allowed for 
promptly sent freight rates soaring. Almost every quotation on 
shipments from South America to outside points was quickly 
doubled, and in not a few cases the increase was much greater. 
For instance, the rate on Argentine wheat to European destinations 
ordinarily does not exceed a maximum of ten dollars per ton, while 
in the first year of the war the quotations went as high as forty 
dollars per ton. Thus the South American shipper was at a great 
disadvantage as compared with competitors nearer to the war 
centers. Not a few commodities which were waiting for export 
could not be moved and there was little encouragement to continue 
production. Obviously stagnation of industry was inevitable. 
The Chilean nitrate industry, which prior to the outbreak of the 
war had been in a decidedly flourishing condition, furnishes a 
striking case of this sort. In July, 1914, there were upward of 
one hundred and thirty nitrate plants in operation; the annual 
output was nearly sixty millions of quintals; and the freight rate 
to Europe was approximately twenty to thirty shillings. These 
conditions, with the price averaging above eight pesos, made profits 
very good. Promptly after the war began, however, freight rates 
advanced to eighty and one hundred shillings, ships not infrequently 
were unobtainable at any price, and accumulation of stocks of 
nitrate mounted up rapidly. Prices dropped to less than six pesos; 
plants were shut down, so that in the early part of 1915 only thirty- 
six were at work; and the shipments for the first year of the war were 
barely more than half the amount for the preceding twelve months. 
Another result of the upset of shipping conditions was the 
serious curtailing of the fuel supplies. None of the important com- 
munities is able to supply its own needs for fuel; even Chile, the 
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most prominent producer on the continent, is obliged to import 
from one to two million tons of coal annually to supplement its 
domestic output. With ships fewer, rates almost prohibitive, and 
tendencies in Europe to restrict the outward movement of coal, 
supplies fell far short of requirements. Argentina, for instance, 
the chief coal market on the continent, normally buys about four 
million tons a year, but in 1915 the total imports were cut to about 
two and a half million tons. With twenty thousand miles of rail- 
roads to operate, and urgent need of coal for industrial and other 
purposes, the inadequacy of this amount made the situation un- 
pleasant. Coal prices were reported as high as fifty dollars a ton 
in Buenos Aires, which meant in effect that coal could not be had. 

As substitutes had to be found, the most obvious course was 
to use wood, and so the railroads, especially in Argentina and in 
Chile, turned largely to that fuel for the operation of both freight 
and passenger trains. Considering the facts that Argentina 
normally is a heavy importer of lumber and that before the war 
began Chile was actively engaged in stimulating tree-planting to 
restore depleted resources, these new and decidedly uneconomical 
uses of their small forest supplies show the desperate straits the 
countries were in. Of course some relief gradually was found by 
increasing coal imports from the United States, but, while the 
relative increase from that quarter has been very conspicuous, the 
actual amount has been small because of the lack of cheap cargo 
space available for moving heavy coal tonnage. It might be noted, 
however, that these circumstances made an opportunity for intro- 
ducing United States coal into various South American markets 
where previously it was regarded as unfit for their needs. 

The war-time activities soon closed some of the European 
markets to South American commodities and shut off sources of 
goods on which the continent long had relied. These effects 
naturally were most striking in the case of the trade with the 
central European empires. For instance, in 1913 the total exports 
from South America to Germany had amounted to more than 
$160,000,000; in 1915 the total was but little over $180,000. 
Imports from Germany in the year before the war reached almost 
$190,000,000, while in 1915 they were almost nothing. 
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Lines of trade like coffee and cacao, so important to the tropical 
republics, like Brazil and Ecuador, find some of their chief markets 
in the central empires and consequently were most adversely 
affected. Thus the Brazilian coffee-growers ordinarily send at 
least a third of their product to Germany and Austria-Hungary. 
All this outlet was cut off by the blockading of the central empires, 
with no alternative outlet to be found. In a way, most of Brazil 
depends on coffee to create foreign exchange—that is, coffee estab- 
lishes credits to pay for imports and to meet interest payments 
on foreign obligations. When these credits shrink, there is obvi- 
ously a decrease in the ability of the country to buy or to meet 
obligations, and the pinch of both these misfortunes was felt 
throughout Brazil. With more coffee produced than the markets 
required, prices were lower; and in order to ward off disaster to its 
main industry, Brazil was forced to revive the valorization scheme, 
appropriating some $37,000,000 (from its paper issues) for the 
purchase of surplus stocks. 

Shutting off sources of goods which long had been relied on 
was much less serious a matter, for economy was necessary, and 
few commodities previously bought from the isolated countries 
were of such a sort that wares from other sources could not readily 
be substituted for them. In general, therefore, that aspect of the 
situation involved nothing but a readjustment of buying relations, 
a very important factor in increasing the demand for, and especially 
the variety of, goods from the United States. 

As a general thing, South American communities when in need 
of money have borrowed from Europe, and vast sums were advanced 
freely by British, French, and German financiers to promote the 
internal development of these rich regions. As a result of the 
habitual practice of financing against the future, the war crisis 
found almost all the republics heavily loaded with foreign obliga- 
tions, and some of them in urgent need of new loans. Inability to 
get more capital from the customary sources for further mortgaging 
of the future forced retrenchment and a seeking for funds elsewhere. 
Some plans, nearly completed, for big loans, as the Brazilian nego- 
tiations for $100,000,000 from London, had to be abandoned and 
expansion stopped. Railroad construction, which was greatly 
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needed, was at a standstill, and building operations ceased. Sub- 
sequently some loans were placed in the United States, but these 
met only the most pressing needs. In some ways this shutting 
off of the stream of gold which long had flowed toward South 
America was the hardest blow of all. 

Immigration, a vital factor in the continued progress of the 
more important sections, declined rapidly after the war began, 
and within a year it almost ceased. Before the war Argentina 
received a majority of the immigrants to South America, with 
upward of 300,000 arrivals to its credit annually. In 1915 the 
number was cut to 46,000. Departures, which in normal years 
had amounted perhaps to a third of the number of arrivals, exceeded 
the number of arrivals after the war began. Thus, from August, 
1914, to the end of 1915 there was a net loss of about 150,000 men, 
the significance of which may be seen from the fact that it represents 
about 2 per cent of the total population. Brazil was confronted 
by a similar situation, although the case there was not quite so 
conspicuous because of the normally smaller movement of immi- 
grants and their lesser part in the ordinary routine of the country. 

Argentina immediately was handicapped by a dearth of farm 
labor, because its crop expansion has exceeded the limit which the 
permanent population can handle satisfactorily. For years there 
has been a great seasonal movement of Italians and Spanish to and 
from Argentina, according to the varying demands for agricultural 
laborers. Thus in the period 1911 to 1913 these migratory workers 
numbered 120 to 150 thousand annually, the incoming horde 
rising to its maximum prior to the harvest—that is, from October 
through December—with the outward movement largest from 
April to August, when harvesting is over and much of the prepara- 
tion for the next crop has been done. When the expected laborers 
did not appear, there was a grave question as to how to handle 
the wheat and corn crops. The size of the problem is indicated by 
the proposal to meet the emergency by turning the army into 
harvest hands. 

Naturally the conditions already noted had a most adverse 
effect on foreign trade. Lack of shipping, excessive freight rates, 
shortage of fuel or very high price of fuel for railroad operation, 
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closure of important markets for staple products, and insufficient 
labor to carry on some of the industries, all combined to cut down 
exports. At the same time the crisis in domestic finances and the 
problem of meeting obligations, rapidly rising war-time prices for 
imported commodities, and difficulties of securing wares at any 
price similarly scaled down imports. In fact, the shrinkage of 
trade in all the republics was unexpectedly large, especially with 
regard to the decrease in imports, and may be taken as the best 
general measure of the extent of the depression. The total imports 
to South America in 1913, for example, amounted to about $1,020,- 
000,000. For the calendar year 1915 they reached only $525,000,- 
coo, almost a 50 per cent decrease. In Bolivia and Paraguay the 
shrinkage was about 65 per cent; in Brazil, Chile, and Peru it was 
more than 50 per cent; while in Uruguay, Venezuela, and Argentina 
it ranged between 30 and 4o percent. Such extraordinary declines 
in imports can only mean that meeting current obligations called 
for strenuous efforts and sharp retrenchment in at least five of the 
republics. 

Exports did not shrink much after the first few months of the 
war, for, although the volume in various cases was less, that was 
offset by the prevalence of higher prices. Thus total exports from 
South America in 1913 had been about $1,160,000,000, whereas 
in 1915 the figure was about $15,000,000 higher, an increase actually 
and relatively so small, however, that one might say that the export 
trade in 1915 had hardly recovered its former level. In fact, the 
values of exports by countries show five—Brazil, Chile, Colombia, 
Ecuador, and Venezuela—at or below the 1913 figures; while the 
favorable showing for the whole continent was due entirely to sub- 
stantial gains (in 1915) by Argentina, Peru, and Uruguay, with their 
foodstuffs, animal products, and munitions-making metals as staple 
exports. Both Brazil and Chile, for example, were about 20 per cent 
below the 1913 level. Because of curtailment of buying, while sales 
held up fairly well, there has been a tremendous piling up of trade 
balances in favor of the more important republics, as shown by the 
accompanying table (I). Where in 1913 they together enjoyed 
an excess of only $130,000,000 worth of exports over imports, 
Argentina alone more than doubled that figure in 1915, and the 
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balance for the continent was about $650,000,000. This fivefold 
increase in the favorable trade balance, together with the fact that 
it has been shared by nearly every republic, has been one of the 
few encouraging aspects of the situation. 


TABLE I 


TRADE BALANCES 


Millions of Dollars 





Argentina... 
eae 
Chile , 
Colombia... . . 
Peru. 3 
Uruguay... 
Venezuela... 





Last and probably most vital of all the troubles precipitated 
by the war comes the group of financial problems. Government 
revenues were cut in two by the decline in commerce. Most of the 
South American republics depend on import duties as the chief 
source of revenue. With import values shrinking by 30-60 per 
cent, revenues therefrom dropped proportionately, and the various 
governments found themselves with insufficient funds to meet 
current obligations. Whereas Argentine revenues from import 
duties in the first quarter of 1914 had amounted to about $22,000,- 
ooo, they barely reached $11,000,000 for the corresponding period 
in 1915. Brazil, too, found its customary sources of revenue so 
seriously impaired that the government was unable to cut down 
expenses to the level of its income. Naturally, therefore, it was 
unable to meet its obligations, both at home and abroad. For- 
tunately an agreement with the Rothschilds was completed (1914) 
by which the interest on most of the foreign debt was funded for 
three years, and by this arrangement the country was saved from 
forfeiting interest payments. At home, however, the situation was 
worse, for it was estimated in the latter part of 1915 that the govern- 
ment was owing something like $75,000,000 to prominent business 
houses of the country and did not have the money to pay these 
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bills. Payment was offered in the form of treasury notes, but 
acceptance of the offer involved a heavy burden or actual loss for 
the merchants because payments were made on the basis of the 
face value of the notes, whereas the notes could not be sold for 
more than 75 per cent of their face value. 

Paraguay and Chile experienced similar troubles. The former 
was unable to meet its interest payments as they fell due, while 
Chile was badly crippled financially because, in addition to shrinkage 
of imports and duties therefrom, there was a sharp decrease in the 
nitrate and iodine traffic, the export duties on which long have been 
a very important source of revenue. Thus in 1913 and earlier 
years receipts from that source had been about $30,000,000, but 
during the first year of the war the amount was only $18,000,000. 
For countries which have been passing through periods of expan- 
sion, with heavy debts, small reserves of gold, and large amounts 
of uncovered paper, such depletions of current income fall very 
little short of financial disaster. It is easy to understand, therefore, 
the reports of proposed upward tariff revision now coming from 
many quarters where previously the wisdom of lower duties was 
frankly admitted. 

The demand for gold payments on foreign indebtedness (interest 
on loans and for imports) still further complicated the money prob- 
lem, which was promptly reflected in two ways: (1) great new issues 
of paper money (250,000,000 milreis in Brazil), aimed to help out 
the situation internally; and (2) the depreciation of currency. In 
Paraguay, for instance, the premium on gold was reported to be 
3,000 per cent. The Chilean peso was worth 25 per cent less than 
normally, and in Brazil the exchange value of the milreis fell to 
about twenty cents, or a little less than two-thirds its normal value. 
One effect of this depreciated currency on the general industrial 
situation may be illustrated by the case of rubber shipments from 
the Amazon region. In the first five months of 1914 the exports 
amounted to 18,200 tons, and in the corresponding period of 1915 
they were 16,200 tons. In the latter case the domestic price 
(quoted in currency) was higher, but, since the crop is sold abroad, 
the credits in exchange were about $20,000,000 for the 1914 ship- 
ments and $15,000,000 for the 1915 shipments. Depreciated cur- 
rency meant higher domestic prices; hence there was a tendency 





SOUTH AMERICA AND THE WAR 501 


toward less buying, all business was slack and, with the other diff- 
culties involved, helped to precipitate many commercial failures 
among the smaller and weaker firms. 

Taking it all in all, these effects of the war, felt in varying degree 
by all parts of the continent, revealed the inherent weaknesses of 
the different sections and their previous conditions of development. 
Some of these weaknesses are due to geographic conditions, espe- 
cially to character of resources; some of them are political; but 
most of them are economic, arising from the general tendency 
to follow the easiest line and build on the basis of one or two staple 
products rather than to utilize all the possibilities at their disposal. 
A fair sample may be found in the Brazilian overspecialization in 
the production of coffee and rubber, while supplies of many prod- 
ucts which might have increased the export list had to be bought 
from the outside. Chile, with its singular dependence on the nitrate 
industry, Bolivia and its tin trade, Uruguay, with its one-sidedness 
in pastoral interests, and others show the same failure to develop 
strength in varied lines of production. Few indeed were the 
quarters where really serious thought had been given to the idea 
that the country with many interests is best able to weather a storm. 
South America has been too prosperous to take careful account of 
stock. 

Continued existence on the old basis now became impossible; 
to wait for the end of the war in order to re-establish previous con- 
ditions was out of the question, because of the absolute certainty 
that peace would find the European nations unable to resume rela- 
tions with South America exactly as before. Impelled by urgent 
need and the full knowledge that the future must be different, the 
more progressive communities set to work as soon as the first severe 
shocks were over to find remedies for their difficulties. As a result, 
marked improvements have been made during recent months. 

In some of the republics, notably Chile, Brazil, and Argentina, 
much encouragement has been given to new steamship lines. 
Obviously, with little capital and few shipyards, not much material 
progress in that direction could be made in a short time; but with 
attention called in this way to the desirability of more independence 
in shipping facilities, the prospects are favorable for substantial 
results in time. 





502 JOURNAL OF POLITICAL ECONOMY 


The pinch of coal prices promptly brought out a most serious 
weakness in the industrial development and awakened on all sides 
great interest in fuel-producing possibilities at home. In Brazil 
search for new coal supplies was instituted and redoubled efforts 
were made to utilize the coals of Parana and Santa Catharina. 
Already enough has been done to locate one new possible supply 
and to demonstrate the feasibility of using some of the Paran4 
coals for general purposes, especially after they are put through 
a briquetting process similar to processes employed in Germany. 
Argentina likewise has pushed the exploitation of the petroleum 
fields in Patagonia, with such encouraging results that the Riva- 
davia field seems likely to become a large producer. Whereas a 
short time ago it was quite incapable of meeting the domestic 
requirements, it now gives promise of supplying enough for the 
local market and also a surplus for shipment to other South Ameri- 
can localities. Good coal deposits, too, are reported from this 
republic, long held to be coalless. But, unfortunately for the 
immediate needs of the country, the fields lie in the Andes of 
Neuquen, about three hundred miles from the nearest railroad and 
a thousand miles from the Buenos Aires market. Obviously they 
can give no immediate relief, and there may be some doubt as to 
what part they can play in the future; but the new developments 
concerning oil and coal completely alter the aspect of future fuel 
problems. 

Attempts to develop new trade relations to replace the old have 
been carried on in most cases in conjunction with neighboring 
republics and with the United States. The latter, of course, has 
been the most promising field, for, with all the near-by countries 
more or less alike in their stagnation of industry and reduction in 
purchasing power, the opportunities within the continent have 
been relatively poor. As a result of this enforced relationship 
there has been a great increase in the trade between the United 
States and South America; but, during the first year and a half 
at least, the only increase was in the shipments from South America 
to the United States. Thus in 1913 the exports from the United 
States to South America totaled $146,000,000; in 1915 the amount 
was $1,000,000 less. On the other hand, imports to the United 
States from South America, about $198,000,000 in 1913, had risen 
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to more than $322,000,000 in 1915. Those figures also mean that, 
with export trade from South America nearly stationary, the share 
taken by the United States increased from 17 per cent to about 28 
per cent of the total. Similarly, with a greatly reduced import 
trade, the fact that the purchases from the United States did not 
shrink indicates a more important position for goods from the 
United States, as shown by the rise from about 15 per cent in 1913 
to nearly 28 per cent of imports in 1915. Of course no one knows 
whether these relations will persist, but it seems unlikely that they 
can continue without much change. 

The most important aspects of efforts toward recovery appear 
in the practice of rigid economy and the endeavors to increase 
production. Imports declined, at first through necessity, to half 
their former value, but, as the crisis has passed, the tendency has 
continued to buy as little as would keep the countries going. In 
fact, buying which might well have been done, so far as general 
finances were concerned, has been put off because of the feeling 
that peace will be followed by a readjustment of prices, offering 
chances to purchase on a much more favorable basis. Economy 
has been the chief cause of the unprecedented excess of exports 


over imports, and, as inevitably would follow from this condition, 
the financial position of most of the communities has been materially 
strengthened. As a matter of fact, most of the republics now 
probably are on a stronger financial footing than when the war 


began. 

From the low level in the early part of 1915, there has been some 
upward movement in production and export trade during 1916. 
Opportunities, of course, have been best for those countries which 
have interests permitting something like the war-order situation 
in the United States. Argentina, for example, had the greatest 
grain crops in its history in 1915, with higher prices than before; 
as a result, export values set a new record. Unfortunately, however, 
the 1916 crops were very badly damaged by an unfavorable season, 
so that the exportable surplus is very small. High prices and unusual 
demands for meat, hides, and wool have helped Argentina and 
Uruguay especially, while even Brazil has appeared as a meat 
exporter. The state of the copper market has helped Peru and 
Chile, while the latter has been enjoying war orders for nitrate 
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(to be used in explosives) which have lifted that industry above its 
level of 1913, with better prices for the product than those averaged 
during the last ten years. 

Another year of this improvement ought to restore industries 
generally to about the level prevailing before the war, which means 
that the return of peace should find most sections about as well off 
as they were prior to July, 1914. If this proves to be the case, then 
the sum-total of effects of the war probably will be more desirable 
than otherwise. Several things point to this conclusion. For 
example, most of the republics needed to be shown their follies 
and weaknesses. The war crisis did this most thoroughly, and if 
no other result were to come from it, it is enough that the countries 
have been taught to be more careful of expenditures. Reckless 
mortgaging of the future probably is a thing of the past, and “pay 
as you go” will be a more popular policy. Then, too, all booms 
in the continent have been completely deflated. There is hardly 
a vestige of any of them left, and it seems unlikely that the war 
can develop new ones. In fact, South American republics least 
of all neutrals need to fear a slump after peace is restored, for little 
or nothing has been built on the war, and what they already have 
been through has shaken out most of the false work. 

Finally, there has been continent-wide awakening to new inter- 
ests, a forcing of attention to development of vast latent possi- 
bilities, previously passed by, because money had been coming so 
easily from rubber, coffee, wool, wheat, nitrate, or metals that it 
seemed hardly worth while to bother with products for purely local 
consumption or of less obvious marketability. The idea of Argen- 
tina buying eggs from France may seem ridiculous, but it was quite 
in keeping with the old philosophy of production. But almost 
certainly this old order is gone and in Chile, Argentina, and Brazil 
most notably, and elsewhere in varying degree, industries hereto- 
fore unfamiliar or neglected will be encouraged and expanded to add 
new strength in economic development and to contribute more 
staple exports on which to build unquestioned prosperity and finan- 


cial security. 
WALTER S. TOWER 
UNIVERSITY OF CHICAGO 





NOTES 


WASHINGTON NOTES 


THE NEW BOND ISSUE 


The greatest borrowing measure of American history has been 
passed by the Senate and House of Representatives, by the former under 
date of April 14 and by the latter under date of April 17 (H.R. 2762, 
Sixty-fifth Congress, first session). This measure authorizes the Secre- 
tary of the Treasury to borrow sums not exceeding in the aggregate 
$5,000,000,000 (besides other issues for special purposes, adding in the 
aggregate a considerable amount to the round sum thus provided for). 
The bonds are to be 3} per cent securities and are to be free of taxation 
except estate or inheritance taxes or taxes levied by state or local taxing 
authorities, and they are not to bear the privilege of serving as a basis 
for currency. Of the sum thus authorized, $3,000,000,000 is to be 
advanced for the purpose of aiding in the support of foreign-government 
credit, the bonds of such foreign governments being converted into 
American securities, so that the United States becomes a large holder of 
foreign issues at the same time that the proceeds of its own sales are 
used for the purchase of commodities needed by the allied governments 
in the war. It is generally admitted that to float so great a loan in the 
United States will require the use of practically all of the machinery for 
the issue and distribution of bonds available throughout the country, 
and consequently a lapse of some little time is to be expected before the 
bonds can be definitively placed on the market and sold to investors. 
Announcement is made that the effort of the government will be to see 
the bonds taken up by ultimate holders rather than by banks, in order 
that the resources of the banks may be kept as liquid as possible. Asa 
preliminary measure for the relief of the Treasury, $50,000,000 of short- 
term 2 per cent certificates have already been sold to federal reserve 
banks, and about $250,000,000 of 2} per cent certificates have been sub- 
scribed for by commercial banks throughout the country. This 
$250,000,000 serves in part as a mere anticipation of the income-tax 
receipts expected at the end of June next, and in part as a preliminary 
payment on the great loan provided for in the act to which reference has 
already been made. It is understood that the certificates of indebted- 
ness thus issued may be used as subsequent payment by subscribers for. 


595 
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the “war loan,” thereby rendering the preliminary purchases convertible 
in one sense into long-term bonds. While the conditions under which 
the long-term bonds will be sold have not yet fully been made known, 
it is stated that they will probably run for five years, convertible at the 
end of that time into twenty- or thirty-year bonds at such rates of interest 
as conditions may then render possible. Many of the most important 
features of the loan are necessarily placed in the hands of the Secretary 
of the Treasury for determination, it being recognized that promptness 
of action and ability to negotiate as to terms will be essential to the 
entire success of the borrowing operation. 

The floating of the new loan practically marks an epoch in American 
finance. Taken together with the new taxation which is now planned, 
it will probably nearly absorb the entire surplus production of the invest- 
able wealth of the nation during the next year. It thereby practically 
renders impossible the issue of other bonds in any considerable quantities, 
inasmuch as no market exists for other securities anywhere else in the 
world under prevailing conditions, while our own security-buying power 
is absorbed by the new issue of government bonds. Precisely what 
effect this issue will have upon general security prices canaot be positively 
forecast, not only because of the size of the operation, but also because 
on former occasions when transactions comparable to it were undertaken, 
either at home or abroad, there was always an outside market in which 
securities could be disposed of—a market which, as already noted, has 
now practically disappeared in consequence of the general condition of 
belligerency among the nations which have heretofore acted as providers 
of capital. The bond issue is also likely to be of very great significance 
in connection with the new program of taxation, which, if carried into 
effect, will in the case of the larger income-earners be likely to take up 
the surplus earnings above 3} per cent which are afforded by industrial 
and railway bonds. Should the taxation fall as heavily as this upon the 
larger holders of bonds, the result would apparently be to reduce the 
rate of interest to be derived from investments in bonds to about 33 
per cent. What effect such a reduction would have upon the process 
of saving can as yet be only a matter of conjecture, but that the influence 
thus exerted will be important is beyond question. 


NOTE-ISSUE POWER OF RESERVE BANKS 


Considerable discussion has occurred within recent weeks with 
reference to the actual note-issue power of the federal reserve system. 
This is a more complicated matter than is appreciated by many, owing 
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to the fact that the holding of gold is divided between the federal reserve 
banks and the federal reserve agents, and that since the system was 
organized considerable amounts of federal reserve notes have been 
issued practically against gold, thereby creating a large fund of gold 
in the hands of federal reserve agents which could be withdrawn by 
substituting commercial paper should business at the banks become more 
active, and should their holdings of paper correspondingly increase. 
While estimates of the issue power of the banks have varied considerably 
owing to the lack of a uniform basis for computation, correct estimates 
show that they could put out today about $1,000,000,000 in federal 
reserve notes in addition to those already in circulation. The method 
of computation is of considerable interest as showing the working of 
the process by which such advances of notes take place. Inasmuch as 
very nearly $1,000,000,000 of notes has been printed and stored at the 
various mints and subtreasuries throughout the country, a considerable 
portion of the sum having already been so distributed, the question of 
rendering this note supply available is entirely in the hands of the 
member banks of the system, which, by presenting paper for rediscount, 
can at any time obtain the use of the paper currency thus made ready. 

The table on p. 507 shows in extended form the details of the 
process of computing the note-issue power, as well as the gold-lending 
power of the banks, taken as a unit. 





BOOK REVIEWS AND NOTICES 


History of Domestic and Foreign Commerce of the United States. By 
Emory R. Jounson, T. W. VAN METRE, G. G. HUEBNER, and 
D. S. HancHettr. Washington: Carnegie Institution of 
Washington, 1915. 2 vols.; 8vo., pp. xv+363; ix+398. 
Paper, $6.00; cloth, $7.00. 

Since the announcement by the Carnegie Institution, something over 
a decade ago, of its plans for research in United States economic history, 
economists have looked forward with anticipation to the results which 
it was hoped might be obtained, with the financial aid thus afforded, in 
this broad field of investigation. While numerous articles and mono- 
graphs thus started have already been published, this is the first volume 
to appear covering in a general way one of the twelve topics into which 
the subject as a whole has been divided. 

The work on this division has been written by four authors. The 
subject is treated topically, the main headings being: foreign commerce, 
internal trade, the coastwise trade, the fisheries, and government .aid 
and commercial policy. In the division of space between these topics 
foreign commerce receives nearly one-half the total, while internal trade 
receives less than one-fifth, and the fisheries a proportion which is only 
slightly smaller. There is a comprehensive and useful bibliography and 
several maps, but unfortunately no use has been made of the graphic 
method of statistical presentation, though the subject is one which 
affords unusual opportunities for its employment. 

The reviewer assumes that in the case of a book put out by the aid 
and under the auspices of the Carnegie Institution a somewhat unusually 
high standard of achievement may be expected. It should be stated at 
the outset that the present study is certainly the best general account of 
the field covered that is available. And yet it is disappointing. The 
reasons for this can perhaps be classed under two general points of criti- 
cism, the first being the relatively large dependence upon secondary 
sources, the second being the method of organization and treatment of 
the subject-matter. 

Taking up the first point, by far the greater portion of the material 
—the account of internal trade being the most important exception— 


5°9 
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seems to have been obtained from secondary sources, and especially from 
the five published and three unpublished monographs noted in the preface 
as written by “collaborators,” only one of whom, however, appears 
among the authors of this work. For example, in the first hundred pages 
covering colonial commerce down to the Revolution the number of foot- 
note references to sources or contemporary works can be counted on the 
fingers of twohands. Doubtless others were used, but it is to be regretted 
that this was not more generally the case and that the results are not 
more in evidence. If this presentation is compared with the account of 
colonial manufactures in Clark’s History of Manufactures, more recently 
issued under the same auspices, there certainly is a marked contrast in 
this respect—not to mention others. This criticism, however, would 
not hold true of all sections, notably the chapters dealing with the later 
history of the fisheries and the organization of commerce, and parts of 
the section dealing with government aid and commercial policy and of 
that dealing with internal trade. 

This same defect also appears to be the chief explanation for the lack 
of proportion in the space assigned to the main topics. For, except on 
the basis of the availability or lack of secondary writings on the subjects, 
it is difficult to understand why internal trade, which, during the nine- 
teenth century at least, was so vastly more important economically than 
foreign trade, receives less than half the space allotted to the latter and 
only a little more space than is given to the relatively insignificant 
fisheries. The subject of internal commerce presented the most diffi- 
cult problem of all owing to its great scope, the scattered character of 
the available data, and the relative absence of previous investigation in 
this field. Presumably it is just to meet difficulties of this sort, more 
serious than the unaided individual can usually cope with, that the 
Carnegie Institution has attempted to aid this work. Certainly here 
was where assistance was most needed. Whether it was not forth- 
coming or was not availed of cannot be stated. But the result is that 
the account of internal commerce, the most important topic of all, while 
probably more original than the others, is also the least adequate and 
satisfactory. 

The reviewer, however, does not wish to be understood as insisting 
that a general work of this type must be based even to only a slight 
extent on source material and original investigation. A book based 
entirely on secondary studies is frequently not only inevitable but 
highly desirable and may well receive aid. But such a book should 
carefully summarize, digest, organize, and correlate the existing studies, 





BOOK REVIEWS AND NOTICES 511 


so as to bring out the fundamental unity and the process of organic 
development underlying the whole. It is the deficiencies in these 
respects that constitute the second general point of criticism, and were 
it not for this second point the first point would carry far less weight. 

The defects which can be classified under this second head are chiefly 
due to the method of organization chosen and to the fact that four differ- 
ent authors have been engaged upon the book. In a subject of this 
character a writer always finds himself confronted by a serious dilemma 
in the organization of the material. If the whole field is covered in 
chronological order, the sequential development of events in particular 
fields is likely to be lost sight of. On the other hand, if the topical 
method is followed exclusively, then the interrelation of the different 
factors and events is hard to bring out and the organic unity of the whole 
field of activity is seldom made clear. Under such circumstances the 
best way out of the dilemma seems to be a compromise whereby the 
history as a whole is divided into periods sufficiently short so that in the 
topical treatment the interrelations of each and the essential unity of 
the whole are clearly portrayed. The organization of this book, however, 
is based on the straight topical treatment, except for the period before 
1789, where chapters on the coastwise trade and fisheries are adjoined 
to the section on foreign commerce, while internal trade seems to have 
been passed over as too insignificant to be described in detail. As a 
result of this method of organization carried out by several authors there 
is considerable repetition, occasional inconsistency, and a general lack 
of organic unity. For example, certain governmental activities affecting 
foreign commerce are described at the end of Volume II, while the actual 
history of the commerce is given in the first part of the volume. Why 
the topic of coastwise trade should be separated from internal trade is 
not clear. If the history is to be anything more than a mere statement 
of the facts of trade, and is to include an explanation of why commodities 
were sent from one section of the country to another and why they went 
overland rather than by sea or the reverse, then it involves in the case 
of each topic a knowledge of exactly the same general economic back- 
ground, and economy of effort, as well as clarity and thoroughness of 
exposition, demands that the two be treated together. Without going 
into further details it may be said in general that the method of organi- 
zation and variety of authorship result in a history which lacks coherence, 
careful organization, a thorough exposition of causal relationships, and 
a broad grasp of the essential unity of the whole and the underlying 
processes of evolutionary development. 
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That this review has been so exclusively devoted to adverse criticism 
is due to the hope that in future volumes of this most important series 
it may prove possible to avoid some of the difficulties which, to the 
reviewer, appear responsible for these defects. However, this should 
not blind us to the fact that the work is a distinctly useful one, even 
though it does not come up to the high expectations aroused in view of 
the circumstances and auspices under which it was put out. 


CHESTER W. WRIGHT 
UNIVERSITY OF CHICAGO 


The Commonwealth of Nations. An Inquiry into the Nature of 
Citizenship in the British Empire and into the Mutual Rela- 
tions of the Several Communities Thereof. Part I. Edited 
by L. Curtis. New York: Macmillan, 1916. 8vo, pp. xviii 
+722. $2.50. 

The Round Table groups, as they have come to be known informally, 
were formed in 1910 in various parts of the British Empire for the study 
of imperial problems. Apparently plentifully supplied with funds, they 
have carried on considerable propaganda of the Fabian type and have 
published in connection with their work a quarterly review, the Round 
Table. Mr. Lionel Curtis is the editor of the present study, which is 
issued as the first part of a comprehensive survey of the “nature of 
citizenship in the British Empire, and the mutual relations of the several 
communities thereof.” Although expressly accepting entire responsi- 
bility for all the views contained therein, Mr. Curtis tells us, however, 
that the “main work is the work of various brains and pens’’ and that 
it was prepared in five instalments, circulated to the groups, and revised 
in the light of corrections and criticisms sent in. It represents, there- 
fore, more truly than is usually the case, the considered views of the 
organization from which it emanates. 

The imposing volume before us, however, is more of a compilation 
than acontribution. Over 700 pages in length, it is a skilful exploitation 
of historical material to enforce the particular Round Table point of view. 
Among the previous writers who are laid under tribute are Grote (History 
of Greece), Bryce (Studies in History and Jurisprudence), Dicey (chap. iv 
of The Law of the Constitution being reproduced complete), Hunter (A 
History of British India), Egerton (A Short History of British Colonial 
Policy), Beer (The Origins of the British Colonial System, The Old Colonial 
System), Keith (Commercial Relations of England and Scotland 1603- 
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1707), Fletcher (Political Works), Lecky (History of England in the 
Eighteenth Century, History of Ireland), Fisher (The End of the Irish 
Parliament), Cornewall Lewis (An Essay on the Government of Depend- 
encies), Marshall (The Life of Washington), Page (Life of General Lee), 
and Rhodes (Lectures on the American Civil War). Copious use is made 
of parts of the writings of these authors, especially of those of Beer and 
Lecky, and partly as a result there is nothing particularly fresh and 
original. 

The aim of the survey is to show the failure of compact as a method 
of holding communities permanently together. The essence of the con- 
tention is that there must be a new creation of sovereignty if the British 
Empire is to persist: 

This, at any rate, can be prophesied with absolute certainty, that the 
British Empire, as at present established, cannot endure, unless it can realize 
its character as a commonwealth in time, by extending the burden and control 
of its supreme functions to every community which it recognizes as fit for 
responsible government. Unless that is done the self-governing dominions 
must inevitably follow to the bitter end the path trodden by the first American 
colonies [p. 703]. 

The practical implication of this view is a central imperial parliament 
with power to impose taxes for imperial purposes. The details of the 
scheme remain to be disclosed, but apparently it does not include the 
transfer to any central legislature of the ultimate power to modify 
tariffs. 

It is happily a matter not now in dispute between any parties in any part 
of the empire that each self-governing unit must retain a final and absolute 
control of its own fiscal system [p. 361]. 

This is interesting; but, as Richard Jebb points out in his admirable 
little book on The Britannic Question, it is an impracticable divorce. 
“The main content of foreign policy is economic interests: and the pro- 
posed separation can subsist only in a paper constitution” (Jebb, p. 106). 
Objections of this nature may remain in abeyance, however, until further 
volumes develop the Round Table groups’ actual constructive plan. 
The real significance of the present study is that it is to be regarded as 
a counterblast to such writers as Jebb and others who believe in Britannic 
alliance and conceive the future of Britain to be an alliance between the 
mother-country and the self-governing dominions. As a polemic with 
this intention it is most effective, using all the resources of history and 
politics that it can assemble to deny the stability of such an alliance. 
Indeed, the completeness with which it collates such material and the 
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convenient form in which it presents it make the volume a handy treatise 
on the failure of contract or treaty to insure permanency of political 
relationships. At this time, too, the subject is of wider interest than 
its immediate problem; the volume might be read as a sufficient antidote 
to a good bit of the literature put forth by the League to Enforce Peace. 

On the other hand, the study suffers from a failure to look at the 
history and evolution of the self-governing dominions. The American 
colonies, Ireland, Scotland, and the United States are treated, but the 
history of Canada and Australia is almost completely ignored. Jebb’s 
little book, quite apart from its conclusions, is in this respect far more 
satisfactory—comes to much closer grips with its subject. Burke’s 
argument against the inclusion of overseas representatives in a parlia- 
ment sitting in Westminster is brushed aside, but there is little of Burke’s 
reasonableness of attitude and unwillingness to force the times. It is 
possible that the second part of this study may remedy defects of omis- 
sion, for it is announced that it will be an attempt to see the dominions 
as they now are. 

It is not likely that the tone of the study will change, and this is a 
more serious matter. While it is restrained, moderate, and fair, the 
attitude of the superior person called to rule “millions unfit for govern- 
ment” predominates. Undoubtedly the obligations of empire are 
heavy, and Kipling’s “Take up the white man’s burden” is not an 
unworthy sentiment; still it is too often accompanied by the spirit we 
denominate Prussian to make one exactly care for it. This is the case 
here. “The common saying that you cannot make people virtuous by 
law is a dangerous half-truth”’ (p. 646). The blood-and-iron policy of 
Bismarck is alluded to with wistful admiration. ‘The union of Germany 

. was the work of the Prussian dynasty, accomplished by force”’ 
(p. 680). ‘That a people in the forefront of civilization should produce 
the most powerful autocracy ever seen in the modern world is a singular 
phenomenon, and centuries of disunion suddenly ended by the master- 
strokes of the Prussian dynasty furnish the key to it” (p. 683). 

Citizenship is conceived of in terms of dedication to “the supreme 
interests of acommon state . . . . forall time and all purposes”’ (p. 204). 
“To breed such devotion in the men they govern is the ultimate task of 
statesmen, and it behooves them before all things to know how it is 
engendered”’ (p. 319). In the background of these ideas is Treitschke 
rather than T. H. Green. They go with a temper rather out of style 
at present—too little in sympathy with the common people. For that 
reason I believe that the final solution of the problems facing Great 
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Britain and her great self-governing dominions will fall to statesmen 
standing for a different order of ideas. 
Excellent maps, diagrams, and tables are provided. 
D. A. MAacGrBBon 
BRANDON COLLEGE 
BRANDON, MANITOBA 


Social Adaptation: A Study in the Development of the Doctrine of 
Adaptation as a Theory of Social Progress. By Luctus Moopy 
Bristot. (Harvard Economic Studies, XIV.) Cambridge: 
Harvard University Press, 1915. 8vo, pp. xii+356. $2.00. 


This study is an attempt to use the history of sociology in the 
nineteenth century in illustration of the category of adaptation as the 
cause and measure of social progress. The writer divides adaptation 
into four aspects. The first is passive physical adaptation or the notion 
of biological evolution. Under this head he discusses the work of 
Lamarck, Darwin, Weismann, de Vries, and Mendel. Under the same 
aspect he discusses also the neo-Darwinian sociologists: Nietzsche, Kidd, 
Galton, Pearson, and Lapouge, as well as the Environmental school: 
Marx, Buckle, Ratzel-Semple, and Ripley. 

The second aspect of adaptation is the passive spiritual involving 
the evolution of psychic and social factors, the process of education, and 
the idea of genetic social control. Under this aspect he discusses the 
development of the concept of society as an organism by Schaeffle 
(Spencer having been discussed in an earlier chapter under the title of 
“Cosmic Evolution’’), Mackenzie, Le Bon, Durkheim, and others; the 
anthropological sociologists: Sumner, Boas, Hobhouse, Westermatck, 
and Thomas; the historical sociologists: Gumplowicz, Ratzenhoffer, 
and Bagehot; sociologists emphasizing one all-important formula or 
principle: Adam Smith, Tarde, Baldwin, Drummond, and Giddings. 

The third and fourth aspects are active material and active spiritual 
adaptation. Under the former are included Ward, Patten, and Carver; 
under the latter, Novicow, Carlyle, James, and Ross. Comte, Quetelet, 
Lilienfeld, and De Greef are discussed in an introductory section as 
establishing the method and the limits, so far attained, of sociology. 

Mr. Bristol’s speculations have their point of departure in Professor 
Carver’s economic nationalism. According to this proposition, that 
group will be fit to survive, and will survive, which succeeds in controlling 
its environment better than any other group, is better organized than 
any other, and knows of no other standards of morality except group 
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success. A group so organized will be a super-group, will be able to 
control or destroy any other group, and will thereby inherit the Kingdom 
of Heaven. This conception is currently known as “Kultur.” 

Mr. Bristol objects to this theory on the following grounds: it is 
too logical and abstract; it concerns itself too much with long runs; it 
is built too rigidly on a promise of neo-Darwinism—not an altogether 
safe promise; it places too much emphasis on the sovereignty of the 
group, and neglects altogether the attitude of the individual and the 
value of his motives; the psychological analyses are not satisfactory; 
it does not leave sufficient room for rational imitation and race-stock 
improvement through social control and, finally, the appeal to biblical 
sanction is questionable. 

To save the individual from being altogether crushed in this scheme 
of economic nationalism, the author sets up a theory of social personalism. 
Just as mind is superior to matter, he says, so reflective creation and 
personal affection are the highest forms of emotional and intellectual 
activity, but since both of these are characteristics of the individual 
and not of the group, the organization of group interests must be carried 
on with due reference to the individual. There is no danger that such 
a standard will lead to selfishness, since the individual is socially deter- 
mined and cannot find true happiness except in social adaptation. 
The highest form of happiness, says the author, is only to be achieved 
“‘in the consciousness that the individual life is unfolding in harmony 
with the cosmic order or the divine will, i.e., in religious adaptation.” 

To achieve such a purpose, i.e., social personalism, Mr. Bristol sets 
up the concept of group personality functioning on an analogy of indi- 
vidual personality, socially determined. Just as each individual seeks 
to become a member of a larger whole, so must every group conceive 
as its purpose the functioning in a larger group. A second prerequisite 
would be the functioning of every group in such a manner as to attract 
others and stimulate other groups to imitate it. 

It is difficult to get much meaning out of a conception such as that 
of social personalism. It is too much of an analogy, a speculation, or 
a pious wish to form a workable concept in social science. One surely 
cannot take exception to it; it is good enough for what it is good for. 
As an answer to Professor Carver’s economic nationalism it is not 
adequate, as it fails to realize the nature of conflicting class interests 
within a given group living under the modern competitive régime. I 
do not know whether Mr. Bristol intended in this study to do anything 
else than canvass modern sociology from the standpoint of adaptation. 





BOOK REVIEWS AND NOTICES 517 


That much he has done well, supplying us besides with a very readable 
sketch of the history of sociology. For that we are grateful to him. 
His speculations on other heads are earnestly put forth and make 
good reading. 
Max SyLvius HANDMAN 
CHICAGO 


The Law and the Practice of Municipal Home Rule. By Howarp 
LeE McBatn. New York: Columbia University Press, 
1916. Royal 8vo, pp. xviili+724. $5.00 net. 

In 1875, under the irresistible influence of the widely felt disgust 
with the evils of the general-charter system and of special and class 
charters as well, Missouri incorporated in its new constitution the first 
of the provisions for municipal home rule. Since that time eleven other 
states have adopted in some form the principle of local freedom in the 
matter of framing city charters, and nearly a hundred and fifty cities 
have availed themselves of this freedom. The experience, therefore, 
of four decades, with a wide variety of statutes and charters and a long 
series of court decisions, has been demanding analysis and criticism. 
Nevertheless the discussions of “home rule” have been heretofore 
largely polemical and scarcely at all concerned with actual practices 
and problems. The few investigations of the latter character have 
yielded a chapter or two in the general treatises on municipal govern- 
ment or on the law of municipal corporations, and a number of magazine 
articles. Some of this literature is very good, but it is fragmentary 
and scattered and much of it is unavailable for many readers. 

The service which Professor McBain has rendered by merely gather- 
ing all the present information in one place would be sufficient to com- 
mand our gratitude even were the work not so excellently done as it is. 
Our confidence in the author is immediately engaged by the spirit in 
which ke has undertaken his task. Without sentiment with regard to 
local self-government, but assuming the general desirability of municipal 
home rule, he has set himself to discover and “‘set forth the net govern- 
mental results of home rule in the states in which it has been put into 
operation” in order ‘‘that the actual relation in law between the city 
as an autonomous unit and the state government as its restricted superior 
may be comprehended.” The volume before us is therefore, as its 
title implies, a treatise on a division of public law. But it is intended 
less for the lawyer than for the student of government, the reformer, 
the public-spirited layman. In this connection it is to be regretted 
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that the author’s style is not more fluent and easy; the lay reader 
usually finds books on law tedious enough without having to combat an 
unusual strain on his attention. 

Such a subject as home rule might have been treated topically, e.g., 
the various problems might have been classified and discussed seriatim, 
comparing the practices in various states and reaching conclusions on 
each problem separately. The author has preferred, however, to 
handle the subject by states because the differences between states in 
this respect seem so important. He recognizes the disadvantages of 
this method and has been partially successful in overcoming them by 
cross-references in text and notes. After an introductory section 
devoted to the history of home rule he takes up the states in the follow- 
ing almost chronological order: Missouri, California, Washington, 
Minnesota, Colorado, Oklahoma, Arizona, Oregon, Michigan, Ohio, 
Nebraska, and Texas. In this detailed treatment Missouri and 
California receive most of the author’s attention, the discussion of the 
latter state alone occupying considerably more than a quarter of the 
entire volume. The method generally used in dealing with each state 
is to examine the machinery for framing and adopting charters, the 
status of the charter after adoption (i.e., whether it supersedes state 
law or not), the extent of the city’s powers under such charters, and the 
conflicts between charters and state laws. It is impossible to set forth 
here all the author’s conclusions. It may be remarked that he finds 
constitutional provisions usually too loosely and vaguely worded. On 
this account it turns out that in Washington and Minnesota, at least, 
home rule depends largely on the attitude of the legislature, and that in 
most states the whole matter hangs on the interpretation by the courts. 
Since the courts have not been wholly consistent it follows that the 
extent of a city’s powers under its home-rule charter is constantly a 
matter of dispute. Some six or seven hundred cases are cited by the 
author, of which more than a hundred and fifty are in the California 
decisions. 

The most valuable part of the volume is the chapter in which the 
author sets forth his general conclusions in the form of answers to 
twelve questions dealing with the machinery of home rule, the grant 
of home-rule powers, and the relation between the powers of cities and 
the powers of state legislatures. As is foreshadowed in his previous 
discussion, he demands that constitutions be more definite and clear 
and that the courts be relieved of the burden of developing the state’s 
policy in the matter of home rule. Nevertheless he does not find that 
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provisions requiring city charters to be approved by the legislature or 
the governor are either sound in principle or useful in practice. What 
is desired is that the scope of the city’s powers shall not be left to be 
implied from the grant of the right to make a charter nor be stated in 
such general terms as to give rise to uncertainty. If charter provisions 
are to be subject to general laws of the state, it should be definitely 
stated in the constitution whether this means laws relating to matters 
of state concern or laws of general application to cities. Better a 
definite narrow grant of powers than a more generous grant of doubtful 
extent. With the author’s conclusions in the main the discerning 
reader will scarcely quarrel. 
Victor J. WEST 
LELAND STANFORD JUNIOR UNIVERSITY 


International Finance. By HArtTLEY WITHERS. New York: E. P. 

Dutton & Co., 1916. 8 vo, pp. vili+186. $1.25. 

Hartley Withers’ Jnternational Finance is a description of the methods and 
machinery of international money dealing, told in an easy semipopular style. 
The book in large part is a résumé of the writer’s previous works on the sub- 
ject; but it also includes additional material covering some of the financial 
problems and their political consequences caused by the war. In brief, it 
treats of the origin and function of capital, the mechanism of loan-floating 
in the London market, the correlation between trade, finance, and diplomacy, 
the good and evil effects of international finance, and the relation of money- 
lending to nationalism. 

In the writer’s comment on the lessons taught by the war, we get a glimpse 
of the reaction which may be taken as typical of Lombard Street, and one that 
will probably have influence in shaping the future trade policies of England, 
against the classical theory of international specialization and divisions of labor 
held for over acentury. Financiers, who formerly were demanding unrestricted 
opportunities for placing surplus earnings abroad that the country might benefit 
from the far-flung investments which fertilized the world and returned to 
England goods produced in climes best fitted for the purpose, are asking the 
question, “‘Is it a good thing for England socially and politically to enrich her- 
self beyond a certain point by a process which involves her dependence on other 
countries for food and raw material,’’ in other words, “to make and grow things 
where they can best be made and grown . . . . if the good profits made in 
time of peace are likely to be wiped out, or worse, by the extent of the incon- 
venience and paralysis that this dependence brings with it in time of war?” 

Mr. Withers does not propose a detailed reform. Realizing the impossi- 
bility of impounding capital or of restricting its use or domicile, he suggests 
that, if the present war ends by breeding another, all efforts be directed to 





520 JOURNAL OF POLITICAL ECONOMY 


exporting capital to countries with which there is no likelihood of the nation 
ever being at war, preferably England’s oversea dominions, and that this be 
accomplished, not by prohibitions and hard and fast rules, but rather by seeing 
that the countries to which it is desirable for her capital to go may have some 
advantage when they appeal for it. 

Those who read this book will not be disappointed in the apparent insu- 
larity which characterizes the viewpoint. The volume has been especially 
prepared for readers in the United States. 


A Political and Social History of Modern Europe. By Car ton J. H. 
Hayes. New York: Macmillan, 1916. Vol. I, 8vo, pp. xxvi+597. 
$2.00. Vol. II, 8vo, pp. ix+767. $2.25. 

These two large, if not massive, volumes, cover the whole history of 
modern Europe from the beginning of the sixteenth century down to the 
present time. Of the total space devoted to these four centuries, the last 
century fills half, a distribution which will probably be approved by most 
readers. The work is in harmony with the modern demand for larger infor- 
mation with regard to economic and social history; indeed, the author is 
frankly of the school of economic and social interpreters of history. ‘‘ Particu- 
larly from the Commercial Revolution of the sixteenth century dates the 
remarkable and steady evolution of that powerful middle class—the bour- 
geoisie—which has done more than all other classes put together to condition 
the progress of the several countries of modern Europe The rise 
of the bourgeoisie is the great central theme of modern history; it is the great 
central theme of this book” [Introduction, p. vi]. 

An analysis of the volumes amply bears out this word. The second 
chapter, with which the work virtually begins, is devoted to the great com- 
mercial revolution of the sixteenth century, and lucidly treats of agriculture, 
town life, trade, colonization. Chaps. ix-x describe the great duel between 
England and France for control of world trade. Chap. xiii is an account of 
the enormous social and economic changes in the eighteenth century. A 
brief—too briei—chapter upon the commercial factors in the Napoleonic 
wars concludes the first volume. 

The second volume is quite as generous in the proportion allotted to 
economic history. Chap. xviii is an admirable account of the industrial 
revolution; chap. xix shows the bearing of that movement upon political 
events in Europe between 1815 and 1848. Of singular value for the under- 
standing of present conditions is the long chapter (xxi) entitled, “Social 
Factors in Recent European History since 1871.” 

It might be added that the bibliographies are excellent, so that the student 
has at once a manual and a guide to fuller reading. There are 38 maps also. 


j. W. &. 
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